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PREFACE 


This  document  contains  the  proceedings  of  two  meetings  of  the  Advisory 
Conmittee  to  the  Director  of  NIH,  held  on  May  13-14  and  October  20-21,  1980. 

The  Committee,  whose  activities  are  closely  linked  to  the  NIH  and  HHS  health 
research  planning  efforts,  consists  of  16  members  drawn  from  diverse  fields 
pertinent  to  the  NIH  mission,  including  biomedical  and  behavioral  research, 
medical  practice,  the  social  and  physical  sciences,  medical  and  other  higher 
education,  and  biomedical  communications.  Among  the  members  are  persons 
knowledgeable  about  such  matters  as  applicable  law,  standards  of  professional 
conduct  and  practice,  and  public  health.  The  Committee  is  chaired  by  the 
Director  of  NIH. 

As  a  public  forum  held  approximately  three  times  a  year  to  advise,  as 
appropriate,  the  Secretary  of  HHS  and  the  Assistant  Secretary  for  Health,  as 
well  as  the  Director  of  NIH,  the  Committee  functions  in  a  manner  analogous  to 
the  Advisory  Councils  of  the  individual  Institutes,  except  that  it  does  not 
recommend  approval  for  research  grant  applications.  Instead,  its  advice  cen¬ 
ters  on  policy  matters  pertinent  to  NIH  mission  responsibilities  and  is  in¬ 
tended  to  reflect  a  diversity  of  informed  viewpoints  on  a  wide  range  of  issues. 

In  addition,  the  Committee  provides  a  framework  for  review,  evaluation,  and 
policy  development  on  general  or  specific  aspects  of  NIH  activities. 

During  the  past  four  years,  the  Committee  has  dealt  with  such  key  issues 
of  health  research  policy  as  the  initial  preparation  and  revision  of  NIH 
guidelines  for  recombinant  DNA  research,  development  of  a  strategy  and  set  of 
principles  for  HHS  support  of  health  research,  and  consideration  of  measures 
to  provide  a  more  stable  foundation  of  support  for  research  at  the  Nation's 
academic  institutions.  Pertinent  proceedings  from  these  earlier  meetings 
were  published  in  special  planning  documents. 

More  recently,  the  Committee  has  been  examining  the  concerns  of  universities 
regarding  (1)  declining  Federal  support  in  the  face  of  steadily  increasing 
costs  at  research  institutions,  (2)  continuing  differences  on  standards  for 
indirect  cost  charges,  (3)  institutional  needs  for  more  flexible  funding  arrange¬ 
ments,  (4)  the  impact  of  regulatory  requirements  on  the  cost  of  doing  research, 
and  (5)  Federal  auditing  procedures,  especially  for  time-and-effort  reporting. 
Representatives  of  the  White  House  Office  of  Science  and  Technology  Policy 
(OSTP),  the  Department  of  HHS  (including  NIH),  the  Office  of  Management  and 
Budget,  and  the  General  Accounting  Office  expressed  views  generally  sympathetic 
to  many  of  the  universities'  concerns. 

These  issues  have  gained  new  urgency  as  a  result  of  the  recent  revisions 
in  0MB  Circular  A-21  dealing  with  cost  and  accounting  principles  for  educational 
institutions.  The  revisions  stemmed  from  Congressional  and  public  perceptions 
of  needs  for  improved  documentation  of  costs  by  educational  institutions  in  re¬ 
gard  to  research  grants  and  for  greater  general  accountability  in  use  of  Federal 
research  funds.  The  revised  Circular  A-21,  which  became  effective  in  October 
1979,^  ties  time-and-effort  accounting  to  Federal  funds  and  for  the  first  time 
requires  detailed  information  on  teaching  load  and  other  academic  activities  of 
scientists  that  are  not  research-related. 


Parallel  with  this  action,  the  National  Commission  on  Research,  a  private 
nonprofit  organization  established  in  1978,  has  also  examined  the  relationships 
between  government  agencies  and  universities  involved  in  research  and  has  pre¬ 
sented  specific  recoiTBnendations  in  six  reports.  Three  of  these  reports-- 
"Accountabil ity:  Restoring  the  Quality  of  the  Partnership,"  "Funding  Mecha¬ 
nisms:  Balancing  Objectives  in  Resources  in  University  Research,"  and  "Industry 
and  the  Universities:  Developing  Cooperative  Research  Relationships  in  the 
National  Interest" --have  served  or  will  serve  as  the  basis  for  meetings  of  the 
Director's  Advisory  Conmittee.  In  addition,  the  Commission  called  for  a  public 
forum  involving  government,  university,  and  public-  and  private-sector  representa¬ 
tives  to  consider  the  government/university  relationship  and  to  guide  its  evolu¬ 
tion.  (It  appears  that  the  Comptroller  General  may  be  interested  in  such  a 
forum. ) 

Discussions  at  the  Committee's  May  1980  meeting  centered  on  indirect-cost 
and  other  cost-accountability  issues,  including  the  implications  of  A-21 .  At 
the  October  1980  meeting,  several  alternative  modes  for  funding  and  accounting 
for  research  activities  were  considered.  These  included: 

9  Modification  of  the  existing  grants  system  to  permit  (1)  intermingling 
of  funds  between  closely  related  grants  and  (2)  automatic  carryover  be¬ 
tween  grant  periods. 

•  Adoption  of  a  "fixed  obligation  grant,"  which  uses  the  present  pre-award 
process  for  research  grants  but  alters  the  post-award  management  and 
reporting  process  and  centers  responsibility  within  the  institution. 

Only  technical  reports  would  be  required  by  NIH,  and  time-ahd-effort  re¬ 
reporting  would  be  restricted  to  developing  indirect  cost  rate  proposals 
for  the  institution.  Thus,  the  emphasis  would  shift  from  cost  accounting 
to  performance  accountability. 

•  Adoption  of  the  NSF  model  for  indirect  costs,  which  requires  that, 
prior  to  award,  the  grantor  and  grantee  establish  the  indirect  cost  rate 
and  the  project  cost.  If,  during  the  course  of  the  project,  the  indirect 
cost  rate  rises,  the  grantor  allows  the  institution  to  use  the  new  rate 
but  provides  no  increased  funds.  Thus,  the  burden  of  negotiation  on 
direct  and  indirect  costs  is  left  to  the  principal  investigator  and  his 
institution. 


Over  the  coming  year,  the  Committee  will  continue  its  examination  of  the 
Federal/university  connection  and  will  also  consider  government/university/ 
private-sector  relationships. 

It  is  intended  that  the  proceedings  of  future  meetings  of  the  Director's 
Advisory  Committee  will  constitute  an  integral  feature  of  forthcoming  NIH  plan¬ 
ning  documents. 
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PART  I 
PROCEEDINGS 

Meeting  of  May  13-14,  1980 


Agenda 

40th  Meeting  of  the  Advisory  Committee 
to  the  Director,  NIH 

May  13-14,  1980 

Building  31,  Conference  Room  10 
National  Institutes  of  Health 

HEALTH  RESEARCH  AT  EDUCATIONAL  INSTITUTIONS: 
COSTS  AND  ACCOUNTABILITY 


TUESDAY,  May  13,  1980 

Morning  Session 


9:00 

Introduction  and  Overview:  Determining  the  Real  Costs 
of  Health  Research  . 

Dr.  Fredrickson 

9:30 

Costs  and  Accountability:  NIH-Supported  Research  at 
University  of  California  (San  Francisco)  . 

Dr.  Krevans 

Dr.  Brown 

10:00 

Comnittee  Discussion 

10:30 

Coffee  Break 

10:45 

Costs  and  Accountability:  NIH-Supported  Research  at 
University  of  Iowa  . 

Dr.  Eckstein 
Dr.  Abboud 

11:15 

Committee  Discussion 

12:00 

Lunch 

Afternoon 

Session 

1:30 

Costs  and  Accountability:  NIH-Supported  Research  at 
Washington  University  . 

Dr.  Danforth 
Dr.  Kipnis 

2:00 

Committee  Discussion 

2:30 

Cost  Principles  for  Educational  Institutions: 

Historical  Overview  . 

.  Mr.  Kelly 

2:50 

Conmittee  Discussion 

3:15 

Cost  Principles  for  Educational  Institutions: 

HEW  Perspectives  on  0MB  Circular  A-21  (March  6,  1979)  , 

.  Mr.  Bohen 

3:45 

Conmittee  Discussion 

4:15 

Coffee  Break 

4:30 

Cost  Principles  for  Educational  Institutions: 

0MB  Perspectives  . 

.  Mr.  Lordan 
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4:50 


Conmittee  Discussion 


5:30  Adjournment 


WEDNESDAY,  May  14 


Morning  Session 


8:45 

Introduction  . 

9:00 

Accountability:  Perspectives  on  the  Government- 
University  Research  Relationship  .  , 

Mr. 

9:30 

Committee  Discussion 

10:00 

Accountability:  Restoring  the  Quality  of 

the  Partnership— Report  of  the  National 

Cormiission  on  Research . 

.  .  Dr. 

Dr. 

10:30 

Committee  Discussion 

11:00 

Coffee  Break 

11:30 

Accountability  for  Health  Research  Support: 

NIH  Perspectives . . . 

.  .  Dr. 

11:50 

Conmittee  Discussion 

12:15 

Concluding  Comments  . 

.  Dr. 

12:30 

Adjourn 

Fredrickson 

Champion 

Carey 

Pings 

Wilson 

Raub 

Fredrickson 
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ADVISORY  COMMITTEE  TO  THE  DIRECTOR,  NIH 

Minutes  of  Fortieth  Meeting 
May  13-14,  1980 


FIRST  DAY:  MAY  13 


The  fortieth  meeting  of  the  Advisory  Committee  to  the  Director  (DAC)  was  held 
on  May  13  and  14,  1980,  at  the  National  Institutes  of  Health,  Bethesda,  Md. 
Dr.  Donald  S.  Fredrickson  chaired.  (See  Attachment  A  for  list  of  members  and 
consultants  and  letter  of  invitation.) 


Introduction  and  Overview:  Determining  the  Real  Costs  of  Health  Research 

Dr.  Fredrickson  stated  that  the  issues  to  be  discussed  were  matters  of  concern 
not  only  to  NIH  and  to  the  biomedical  research  community;  their  import  was 
Government-wide  and  university-wide.  These  issues,  moreover,  transcended 
simple  considerations  of  "public  accountability."  They  involved  a  confronta¬ 
tion  between  state  and  science-- two  independent  systems  of  human  endeavor. 

NIH  was  a  particularly  appropriate  forum  for  addressing  these  issues,  since 
it  provides  approximately  a  third  of  all  R&D  support  to  universities. 

Dr.  Fredrickson  said  he  did  not  expect  the  Committee  to  solve  the  problems 
relating  to  accounting  of  costs  for  health  research;  some  of  these  have  defied 
resolution  for  20  years  or  more.  But  he  believed  that  the  Committee  and 
consultants  together  could  share  some  perceptions  of  the  problems  faced  and 
agree  on  a  few  small  steps  toward  a  better  understanding  between  the  interested 
communities. 

Dr.  Fredrickson  pointed  out  that  NIH,  in  preparing  the  agenda  for  this  meeting, 
had  the  advantage  of  a  brief  related  meeting  sponsored  earlier  this  year  by 
the  Association  of  American  Medical  Colleges.  That  meeting  had  helped  to  frame 
many  of  the  issues,  and  had  included  statements  by  a  number  of  capable  spokes¬ 
men  representing  widely  divergent  views.  (See  Attachment  B  for  the  minutes.) 
Especially  helpful  also  was  the  report  of  the  National  Commission  on  Research, 
Accountability:  Restoring  the  Quality  of  the  Partnership  (Attachment  C) . 

The  second  day  of  the  present  meeting  would  be  devoted  mainly  to  this  report. 

Over  the  past  four  years,  continued  Dr.  Fredrickson,  the  meetings  of  the  Ad¬ 
visory  Committee  to  the  Director  have  provided  a  public  forum  for  key  issues 
in  national  research  policy.  The  Committee's  record  is  a  distinguished  one. 

For  example: 

•  Through  the  initial  development  and  first  revision  of  NIH  guidelines 
for  recombinant  DNA  research,  the  Committee  provided  the  essential 
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forum  for  airing  highly  divergent  views  on  the  nature  and  possible 
control  of  risks  associated  with  this  powerful  new  research  tool,  and 
advised  the  Director,  NIH,  on  how  issues  appeared  not  only  from  a 
scientific  but  from  a  broader  public  perspective. 

•  It  played  a  key  role  in  the  development  of  a  set  of  principles  to  guide 
HEW  in  its  allocation  of  resources  for  health  research. 

•  More  recently  it  has  engaged  with  options  and  problems  in  attempting 
to  provide  a  stable  foundation  of  support  for  research  at  the  Nation's 
academic  institutions. 


The  Committee,  in  now  taking  up  cost  and  accountability  issues  as  these  affect 
the  academic  science  sector,  confronts  important  problems  that  Dr.  Fredrick¬ 
son  noted  have  been  present  as  long  as  there  has  been  Federal  funding  for 
biomedical  research.  The  focus  on  these  issues  has  intensified  recently  for 
several  reasons:  the  impact  of  inflation  on  research  costs  and  available 
institutional  resources,  a  leveling  off  of  Federal  funds  for  research,  and  a 
recent  major  revision  of  cost  and  accounting  guidelines  for  Federal  support 
of  research  in  academic  settings.  In  aggregate,  these  problems  now  disturb 
the  long  and  fruitful  partnership  between  the  Government  and  academic  science 
institutions.  Particular  issues,  such  as  "accountability"  in  general,  "in¬ 
direct  costs,"  "time-and-effort  reporting,"  etc.,  could  be  considered  and 
analyzed  separately.  However,  they  all  intersect  and  interact. 

Dr.  Fredrickson  stated  that  he  accepted  the  risk  of  oversimplification  in 
identifying  four  major  groups  with  differing  perspectives  on  these  issues. 

This  is  no  simple  competition  between  the  university  and  the  Government. 

Within  the  Government  there  are  the  Federal  program  managers  and  auditors  on 
the  one  hand,  and  within  the  university,  administrators  and  scientists  on 
the  other.  These  four  groups  align  themselves  in  different  ways  in  multiple 
areas  of  tension  and  potential  conflict.  Ineffective  communication  adds  to 
the  aggravation. 

There  is  an  interface  where  the  demand  for  fiscal  accountability  beats  against 
the  desire  for  maximum  flexibility  and  minimal  record-keeping.  Here  an  aggre¬ 
gate  Federal  view  is  likely  to  find  itself  arrayed  against  an  equally  aggre¬ 
gated  university  view.  Within  research  institutions,  tensions  arise  between 
administrators  insisting  that  all  research-related  costs  must  somehow  be  met 
by  Government  patrons,  and  scientists  insisting  that  funds  provided  for  the 
support  of  particular  research  projects  must  not  be  used  for  other  purposes. 
Tensions  may  also  build  between  Federal  auditors  and  Federal  program  managers 
when  demands  for  accountability  seem  to  stand  in  the  way  of  program  missions. 

One  of  the  great  problems,  according  to  Dr.  Fredrickson,  is  the  lack  of  oppor¬ 
tunity  for  these  differing  groups  to  talk  over  the  issues  and  at  least  reach 
a  conmon  appreciation  of  one  another's  perspectives.  The  purpose  of  today's 
meeting,  he  said,  is  to  search  for  that  elusive  understanding.  Consensus  and 
resolution,  however,  may  have  to  await  another  day. 

In  developing  the  agenda  for  this  meeting,  NIH  had  tried  to  engage  a  diversity 
of  interests  and  perspectives  within  the  Government  and  the  universities. 
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A  special  feature  of  the  program  would  be  presentations  by  investigators  and 
administrators  from  the  same  institution.  In  the  day-and-a-half  meeting,  the 
Committee  would  examine: 

•  The  real  costs  of  doing  health  research;  from  the  standpoints  of  both 
the  scientist  and  the  administrator; 


•  Federal  perspectives  on  issues  of  cost  and  accountabil ity--particularly 
in  relation  to  revised  0MB  Circular  A-21 ;  and 


•  Recommendations  of  the  National  Commission  on  Research  on  (1)  account¬ 
ability  at  academic  institutions  and  (2)  the  broader  issue  of  the 
Federal -university  science  relationship. 


It  was  Dr.  Fredrickson's  hope  that  the  meeting  would  lead  to  a  better  under¬ 
standing  of  the  real  costs  of  doing  research,  both  in  a  basic  science  setting 
and  a  clinical  setting.  The  direct  and  indirect  components  of  those  costs 
would  be  examined.  A  second  most  important  issue  related  to  proper  account¬ 
ability  for  use  of  public  funds  at  research  institutions — a  matter  of  increas¬ 
ing  concern  to  the  Congress,  the  Executive  Branch,  and  the  greater  public. 

Some  of  the  specific  questions  that  needed  to  be  examined  were  these: 

t  Are  the  Federal  documentation  standards  for  use  of  research  funds  at 
academic  institutions  reasonable,  or  are  they  needlessly  cumbersome 
and,  indeed,  incompatible  with  the  university  environment? 

•  Has  the  rapid  rise  in  the  indirect  costs  of  doing  research  reduced 
funds  directly  available  for  research?  Why  have  these  increases 
varied  so  widely  among  institutions?  Are  there  adequate  incentives 
to  keep  these  costs  at  a  minimum? 

•  Some  critics  have  alleged  diversion  of  funds  from  authorized  research 
projects.  Is  there  any  basis  for  such  an  assertion?  What  is  the 
impact  of  these  transfers  on  the  peer  review  system? 

t  Are  current  Federal  regulatory  practices  unreasonably  burdensome  for 
academic  institutions?  Do  they  retard  the  progress  of  research? 

t  University  spokesmen  have  asserted  that  current  methods  for  monitoring 
the  conduct  of  research  are  inappropriate--that  greater  emphasis  must 
be  accorded  the  concept  of  self-regulation.  In  view  of  these  conten¬ 
tions,  is  the  time  opportune  to  fashion  a  new  research  compact  between 
the  Federal  Government  and  academia? 


Dr.  Fredrickson  then  turned  to  the  first  major  item  on  the  agenda,  "Costs  and 
Accountability:  NIH-Supported  Research  at  the  University  of  California 
(San  Francisco),"  to  be  discussed  by  Dr.  Julius  Krevans,  Dean,  University  of 
California  School  of  Medicine,  and  Dr.  Kenneth  Brown,  Professor  of  Physiology, 
University  of  California. 
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I.  COSTS  AND  ACCOUNTABILITY:  NIH-SUPPORTED  RESEARCH  AT  THE  UNIVERSITY  OF 
CALIFORNIA  (SAN  FRANCISCO) 

A.  Remarks  by  Dr.  Brown 

Dr.  Brown  noted  that  in  his  role  as  a  member  of  the  Advisory  Council  to  the 
National  Eye  Institute,  he  has  been  urging  consideration  of  escalating  indirect 
costs  incurred  in  connection  with  research  project  grants.  (See  Attachment  D 
for  a  paper  prepared  by  Dr.  Brown  for  the  Eye  Council,  Attachment  E  for  defini¬ 
tions  of  indirect  costs  provided  by  Dr.  Wilson,  and  Attachment  F  for  a  rele¬ 
vant  editorial  from  Science  magazine.)  Dr.  Brown  noted  that  two  of  the  four 
groups  mentioned  by  Dr.  Fredrickson--the  granting  agencies  and  the  researchers-- 
have  very  little  to  say  about  setting  the  levels  for  indirect  costs.  Basically, 
it  is  the  university  administrators  and  Federal  auditors  who  negotiate  annual 
rates,  with  very  little  input  from  the  granting  agencies  or  researchers, 
although  these  groups  are  also  strongly  affected  by  indirect  costs. 

Dr.  Brown  then  turned  to  a  review  of  costs  related  to  his  NIH  grant  (Attach¬ 
ment  G).  He  stated  that  in  some  respects  this  is  not  a  typical  grant:  it  is 
one  of  the  largest  ROl-type  grants  awarded  by  the  National  Eye  Institute  and 
is  now  in  its  20th  year.  It  is  believed  typical,  however,  of  the  type  of 
basic  research  that  is  supported  by  the  National  Eye  Institute,  and  of  the 
type  of  research  that  is  conducted  at  UCSF  with  NIH  support.  More  importantly 
for  present  purposes,  it  is  believed  typical  in  showing  the  kinds  of  research 
costs  that  UCSF  charges  as  direct  costs  to  grants  supported  by  NIH. 

In  discussing  direct  costs  associated  with  his  grant.  Dr.  Brown  first  noted 
that  he  charges  less  to  the  grant  for  his  salary  than  is  warranted  by  the 
time  actually  applied.  He  next  pointed  out  the  many  items  that  are  charged 
to  direct  costs  under  his  grant.  Indeed,  at  UCSF  many  services  are  handled 
as  direct  costs  which  one  might  expect  to  be  handled  as  indirect  costs  at  some 
other  institutions.  For  Dr.  Brown's  grant  these  services  include  mechanical 
and  electronic  shop  work,  secretarial  work,  animal  care,  medical  illustrations, 
photographic  services,  and  the  use  of  a  scanning  electron  microscope  facility. 

In  most  cases  these  are  paid  for  by  recharges  to  the  grant  for  specific 
services  rendered.  The  office  of  Dean  Krevans  has  provided  Dr.  Brown  with 
the  estimate  that  approximately  75  percent  of  the  full  costs  of  these  services 
are  paid  for  by  charges  to  grants,  with  the  remaining  25  percent  paid  for  by 
the  university  and  not  recovered. 

In  effect,  the  university  is  not  charging  the  full  cost  of  these  services  to 
his  grant.  However,  a  key  policy  at  UCSF  is  that  all  items  properly  attributed 
to  direct  costs  are  charged  to  direct  costs. 

B.  Remarks  by  Dr.  Krevans 

Dr.  Krevans  observed  that  although  the  University  of  California  has  nine 
campuses,  a  single  overhead  rate  is  negotiated  for  the  entire  system.  Thus, 
the  rate  is  an  average  for  the  system  as  a  whole.  Within  this  context,  the 
individual  campuses  have  discretion  on  what  they  wish  to  ascribe  to  indirect 
cost  within  guidelines  and  what  they  wish  to  charge  directly  to  the  grant. 

Dr.  Krevans  noted  that  if  each  campus  were  to  negotiate  separately  with  the 


[6] 


5 


Federal  Government,  there  would  be  a  threefold  difference  between  the  campus 
with  the  lowest  indirect  cost  rate  and  the  campus  with  the  highest. 

Dr.  Krevans  indicated  that  the  university  began  last  year  to  prepare  for  nego¬ 
tiations  of  the  indirect  cost  rate,  with  the  tentative  result  that  the  rate 
would  have  to  be  increased.  However,  as  a  result  of  concerns  expressed  by  the 
faculty  senate,  the  university  is  currently  reconsidering  the  matter. 

The  major  issue  here,  according  to  Dr.  Krevans,  is  support  for  research  and 
education.  He  noted  it  would  be  simpler,  from  an  auditing  point  of  view,  to 
separate  the  two,  but  felt  that  both  would  suffer  as  a  consequence.  The 

strength  of  the  university  lies  in  its  unique  mix  of  these  functions.  However, 

he  recognized  the  concerns  of  researchers,  such  as  those  expressed  by  Dr.  Brown. 
He  pointed  to  the  disenchantment  of  faculties  with  the  "cloudy  curtain"  drawn 
between  them  and  the  money  they  generate  for  the  universities  through  their 

efforts.  Dr.  Krevans  felt  that  the  indirect  cost  rate  was  reasonable  and 

that  it  was  appropriate  to  expect  researchers  to  make  a  contribution  to  the 
administration  of  research.  He  noted,  however,  that  there  were  problems  in 
terms  of  incentives  to  keep  indirect  costs  low,  and  in  the  distance  between 
managers  and  investigators  in  the  matter  of  indirect  costs. 

Further  complicating  the  issue  of  indirect  costs  were  the  increasing  number 
and  complex  administrative  requirements  imposed  on  the  universities  by  the 
Federal  Government:  0MB  Circular  A-21 ,  rules  regarding  Institutional  Review 
Boards  and  Equal  Employment  Opportunity,  and  an  array  of  other  regulatory 
requirements--al 1  to  good  purpose,  but  demanding  more  and  more  people  to 
monitor  these  activities.  Federal  regulations  also  require  maintenance  of 
pertinent  data,  resulting  in  higher  indirect  costs.  Dr.  Krevans  noted  in 
conclusion  that  much  more  has  to  be  done  to  bring  the  various  interested 
groups  together  to  seek  solutions. 

C.  Committee  Discussion 

Dr.  Fredrickson  asked  Dr.  Krevans  whether  he  had  any  data  on  the  contribution 
of  time-and-effort  reporting  to  increased  indirect  costs.  Dr.  Krevans  said 
he  did  not,  but  added  that  development  of  such  data  would  in  itself  add  to 
indirect  costs.  In  this  connection,  he  noted  that  the  budget  for  the  Dean's 
office  is  approximately  $1  million — that  this  has  been  kept  roughly  level 
simply  because  Dr.  Krevans  avoids  spending  money  on  the  kinds  of  studies  implicit 
in  Dr.  Fredrickson's  question.  Mr.  Kelly  inquired  about  the  faculty's  reaction 
to  time-and-effort  reporting.  Dr.  Krevans  replied  that  the  University  of 
California  has  developed  recommendations  to  0MB  for  easing  Circular  A-21  require¬ 
ments,  but  even  with  these,  the  faculty  is  not  enthusiastic,  to  say  the  least. 

Dr.  Fredrickson  asked  if  there  was  a  role  for  faculty  in  setting  indirect  cost 
rates  at  the  University  of  California.  Dr.  Krevans  reported  that  the  Board  of 
Regents  delegates  authority  to  the  faculty  senate  on  academic  matters.  All 
matters  are  therefore  reviewed  by  that  body.  The  indirect  cost  proposal,  as 
mentioned  above,  was  reviewed  by  the  faculty  senate,  and  it  was  on  the  basis 
of  its  reservations  that  the  president  withdrew  the  draft  request  for  an 
increase  of  the  indirect  cost  rate. 
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Dr.  Temin  asked  (1)  how  one  could  account  for  the  threefold  difference  in  the 
indirect  cost  rate  among  the  campuses  (assuming  that  they  were  computed  inde¬ 
pendently),  and  (2)  if  California  does  not  recover  all  indirect  costs,  where 
the  money  comes  from  for  the  unreimbursed  portion.  Dr.  Krevans  responded 
that  UCSF  has  a  lower  indirect  cost  rate  because  the  university  does  less  for 
the  faculty  and  more  is  billed  to  the  direct  cost  of  the  grant.  On  other 
campuses  the  indirect  costs  are  higher  because  more  services  are  provided 
through  them.  Dr.  Temin  replied  that  if  that  is  the  case.  Dr.  Brown  is  in 
effect  subsidizing  the  other  campuses  because  the  researchers  there  don't  have 
to  pay  for  some  of  their  costs. 

In  response  to  a  discussion  consent  that  faculty  at  the  University  of  Califor¬ 
nia  seem  to  have  been  strongly  involved  in  setting  indirect  costs  at  their 
university.  Dr.  Brown  pointed  out  that  faculty  involvement  of  this  type  has 
been  insignificant  until  recently.  It  was  only  in  1979,  in  response  to  a 
proposal  that  the  indirect  cost  rate  be  increased  from  31  percent  to  about 
56  percent,  that  faculty  participation  first  became  noteworthy.  Perceiving 
that  the  effects  upon  research  support  might  be  severe,  the  university  Com¬ 
mittee  on  Research  responded  to  faculty  requests  and  took  up  this  issue.  As 
a  result  the  rate  of  31  percent  is  being  continued,  pending  further  study  of 
the  matter. 

Dr.  Brown  went  on  to  clarify  what  he  considers  the  nature  of  faculty  dis¬ 
satisfaction.  In  his  mind  the  "cloudy  curtain"  cited  by  Dr.  Krevans  is  a 
factor,  but  not  the  primary  one.  More  critical  is  the  situation  in  NIH 
budgets  that  increased  indirect  costs  lower  the  funds  available  to  faculty 
investigators  for  supporting  the  direct  costs  of  their  research.  At  issue 
is  the  mechanism  by  which  indirect  and  direct  cost  funds  are  determined.  The 
indirect  costs  are  well  protected  from  inflation  by  two  effective  methods. 
First,  indirect  costs  are  a  percentage  of  direct  costs,  so  they  are  protected 
against  inflation  in  the  same  manner  as  a  waiter's  tips,  even  if  there  is  no 
increase  of  the  indirect  cost  rate.  Second,  the  indirect  cost  rate  is  re¬ 
negotiated  annually.  By  contrast,  direct  costs  have  neither  protection.  Also, 
as  the  indirect  cost  rate  increases,  indirect  costs  consume  an  increasing 
fraction  of  the  total  NIH  budget,  and  the  fraction  available  for  direct  costs 
must  decrease  correspondingly.  Thus  the  direct  cost  funds  suffer  from  the 
very  protections  that  are  enjoyed  by  indirect  costs.  This  situation  seems 
quite  serious  because  it  strongly  limits  how  far  NIH  budgets  can  go  in  the 
support  of  research.  Since  that  is  the  main  function  of  the  extramural  re¬ 
search  budget,  this  matter  should  be  a  special  concern  to  granting  agencies 
and  to  all  university  personnel  that  are  concerned  with  the  support  of 
university  research. 

Dr.  Fredrickson  asked  Dr.  Brown  whether  he  had  a  breakdown  of  the  direct/ 
indirect  cost  ratio  over  the  20  years  of  his  grant.  Dr.  Brown  responded  that 
he  didn't,  but  that  the  indirect  cost  rate  at  UCSF  has  risen  only  slowly.  He 
noted  that  his  attached  paper  shows  the  indirect  cost  rate  for  NIH,  averaging 
across  all  grantees,  to  have  increased  from  28.5  percent  to  41  percent  over 
the  period  from  1970-79.  His  paper  also  shows  that  over  that  period  the  in¬ 
direct  cost  rate  increased  very  greatly  at  some  universities,  while  there  was 
little  or  no  increase  at  others. 
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Dr.  Eisenberg  stated  that  the  problem  of  faculty  complaints  about  the  basis  for 
computation  of  indirect  costs  has  a  long  history.  Unfortunately,  too  many 
faculty  members  are  parochial  in  their  interests,  concerned  only  with  the 
successful  operation  of  their  own  laboratories  and  not  with  the  wider  needs  of 
the  school  as  an  institution.  Further,  many  refuse  to  believe  what  they  are 
told  about  indirect  costs  because  it  is  convenient  to  do  so.  It  is  true,  as 
Dr.  Brown  emphasizes,  that  so  long  as  the  research  budget  is  fixed,  funding 
for  direct  costs  is  decreased  when  indirect  costs  increase.  That,  however, 
overlooks  the  essential  question:  Are  the  indirect  costs  appropriately 
charged  to  research?  Unless  the  figures  supplied  by  the  medical  school  are 
misleading  or  false,  then  the  total  of  direct  plus  indirect  costs  is  an 
accurate  reflection  of  what  it  costs  to  do  research.  This  discussion  makes 
it  clear  that  there  is  a  need  within  the  university  for  better  communication 
between  faculty  and  administration  or  both  will  suffer.  "It  must  bring  joy 
to  the  hearts  of  those  who  question  the  support  of  science  altogether  to  have 
scientists  claim  that  administration  is  overcharging." 

Dr.  Krevans  observed  that  conceivably  one  could  test  whether  the  univer¬ 
sity  itself  would  be  willing  to  meet  the  indirect  cost  of  iiiC  grant.  In  his 
view,  this  would  result  in  only  very  wealthy  universities  being  able  to  afford 
research . 

Concerning  the  question  of  incentives  to  reduce  costs.  Dr.  Danforth  pointed 
out  that  such  incentives  were  built  into  the  negotiations  between  the  univer¬ 
sity  and  the  Federal  Government  on  setting  the  rates.  Universities  may  want 
to  charge  more,  the  Government  to  pay  less.  Through  this  tension,  costs  are 
held  down. 

Dr.  Ramey  noted  the  dilemmas  perceived  by  faculty.  On  the  one  hand,  university 
administrators  urge  faculty  to  get  as  many  grants  from  the  Federal  Government 
as  possible  in  order  to  help  the  institution.  The  perception  of  faculty  is 
that  the  university  benefits  and  indeed  profits  from  this  course.  On  the 
other  hand,  when  faculty  express  concern  about  the  indirect  costs,  administra¬ 
tors  respond  that  Federal  accountability  requirements  and  regulations  attendant 
to  the  grant  place  administrative  demands  on  the  uni versity--that  research 
increases  the  indirect  costs.  The  message  seems  to  be  that  grants  are 
burdens,  and  the  administrative  officers  do  not  exist  for  the  investigators' 
benefit.  Yet  they  are  seen  as  reaping  an  advantage  from  the  grants. 

Dr.  Anlyan  felt  that  one  must  look  at  the  broader  picture  of  university  income 
and  expenditures.  It  is  clear  that  tuition  pays  for  only  10-15  percent  of 
education.  The  rest  comes  from  endowments  and  other  sources  of  income. 
Similarly,  research  grants  do  not  pay  the  full  costs  of  research;  it  is  not 
a  self-supporting  system.  In  the  medical  school  and  academic  health  center,  a 
major  source  of  income  for  support  of  research  and  education  is  patient  care 
service.  In  fact,  about  two-thirds  of  the  income  of  the  academic  health  center 
and  medical  school  comes  from  patient  dollars.  Dr.  Anlyan  believes  one  ought  to 
consider  direct  and  indirect  cost  issues  and  0MB  Circular  A-21  in  the  context 
of  the  financial  profile  of  the  academic  health  center. 

Mr.  Kelly  spoke  to  the  issue  of  whether  indirect  costs  measure  the  efficiency 
of  the  university.  In  his  view  they  do  not.  He  pointed  out  that,  as  the 
breakdown  of  Dr.  Brown's  grant  shows,  what  is  charged  to  direct  and  indirect 
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costs  varies  considerably.  If,  for  example,  charges  were  transferred  from 
the  direct  into  the  indirect  cost  category,  then  the  indirect  cost  rate 
would  of  course  be  much  higher  at  UCSF,  but  without  any  change  in  the  effi¬ 
ciency  of  the  system.  He  noted,  however,  that  relations  between  institution 
and  faculty  might  be  improved  if  there  were  more  direct  charging  for  the 
grant  so  that  the  researcher  could  see  specifically  where  his  money  was  going. 

Dr.  Kipnis  said  that  the  same  questions  of  faculty  vis-a-vis  research  also 
occur  in  regard  to  faculty  vis-a-vis  practice.  Specifically,  the  question 
heard  is  how  income  from  patient  care  is  being  used  by  the  administration. 

Dr.  Kipnis  stated  that  it  is  most  important  to  consider  such  questions  in 
the  context  of  the  nature,  mission,  and  functions  of  the  university.  The 
environment  is  one  of  scholarship.  As  the  university  pursues  its  unique 
missions,  indirect  costs  may  far  exceed  what  is  allowed  under  UMB  Circular  A-21. 
The  costs  of  recruiting  faculty,  for  example,  are  not  included  in  the  circular, 
yet  these  represent  a  direct  cost  to  the  institution.  And  he  pointed  out  the 
difference  between  the  academic  and  business  environments.  Many  researchers 
could  triple  their  income  in  the  private  sector  but  choose  to  remain  in  the 
university  because  of  the  academic  environment.  He  deplored  the  fact  that 
the  administration  of  research  funding  and  of  health  practice  funding  is 
driving  a  wedge  between  faculty  and  administration  at  new  institutions. 

The  meaning  of  indirect  costs  also  varies  from  institution  to  institution, 
and  this  too  should  be  taken  into  account.  Dr.  Wilson  felt  that  one  ought 
to  make  an  important  distinction:  that  indirect  costs  are  based  on  an 
average  cost  and  not  on  an  incremental  basis.  Averaging  costs  is  a  Federal 
rule,  and  examination  of  these  issues  must  proceed  in  this  light.  While 
Drs.  Ramey  and  Eisenberg  described  faculty  perceptions  accurately,  it  must 
be  noted  that  these  perceptions  are  incorrect.  What  is  critically  important 
is  that  there  be  far  more  conmunication  between  university  administrators 
and  faculty. 

In  regard  to  the  issue  of  shifting  costs  from  one  grant  to  another, 

Mr.  Kirschenmann  felt  the  question  was  ultimately  one  of  judgment.  At  what 
point  did  one  wish  to  stop  such  inter-grant  cost  transfer?  Further,  he 
recognized  faculty's  distrust  of  accountants,  but  saw  the  problem  as  one  of 
management.  He  felt  that  trust  could  be  restored  by  spelling  out  the 
mechanisms  for  faculty  involvement  in  management  decisions. 

Dr.  Hansen  expressed  concern  about  indirect  cost  calculations.  For  her 
grant  at  the  University  of  Michigan,  a  much  higher  indirect  cost  rate 
applied  than  would  be  the  case  at  UCSF,  yet  many  service  costs  were  charged 
to  her  grant,  as  was  true  for  Dr.  Brown's.  Dr.  Sullivan  asked  about  the 
contributions  of  the  university  to  Dr.  Brown's  salary  for  time  spent  on  his 
grant.  Was  this  a  deliberate  policy  of  subsidy?  He  noted  that  other  insti¬ 
tutions  with  limited  funds  could  not  provide  such  a  subsidy.  Dr.  Krevans 
responded  that,  historically,  faculty  salaries  were  paid  entirely  by  the 
university.  This  is  changing  at  most  universities,  and  now  the  University 
of  California  encourages  faculty  to  charge  their  salaries  to  the  grant.  This 
is  determined,  however,  by  each  individual  faculty  member  in  consultation 
with  the  Dean's  office. 
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Dr.  Fredrickson  then  turned  to  the  next  item  on  the  agenda  concerning  NIH 
support  of  research  at  the  University  of  Iowa.  He  called  on  Dr.  John 
Eckstein,  Dean  of  the  College  of  Medicine,  and  Dr.  Francois  Abboud,  Professor 
and  Head  of  the  Department  of  Internal  Medicine  at  the  University  of  Iowa, 
to  discuss  research  costs  at  their  institution. 


II.  COSTS  AND  ACCOUNTABILITY;  NIH- SUPPORTED  RESEARCH  AT  THE  UNIVERSITY  OF 
IOWA 

A.  Remarks  by  Dr.  Abboud 

Dr.  Abboud  observed  that  the  major  problem  in  the  Government-university  rela¬ 
tionship  is  the  accounting  for  research  expenditures.  He  noted  that  time-and- 
effort  reporting  in  particular  was  leading  to  an  erosion  of  trust  between 
the  two  partners.  He  went  on  to  point  out  how  difficult  Vu  was  to  partition 
an  intellectual  effort.  Rigid  accountability  required  an  exact  knowledge  of 
costs  and  benefits,  which  was  unattainable.  Dr.  Abboud  then  mentioned  the 
number  of  contributions  made  by  patients  participating  in  clinical  experi¬ 
ments  for  the  benefit  of  future  generations,  and  the  work  of  investigators 
who  often  put  far  more  time  into  their  work  than  might  be  accounted  for  on 
grants . 

Dr.  Abboud  then  discussed  three  different  mechanisms  at  the  University  of 
Iowa  through  which  funds  are  awarded  by  NIH.  He  noted  that  the  cardiovascular 
center,  which  he  heads,  has  approximately  $5  million  in  income  derived  from 
14  separate  funding  sources.  He  then  focused  on  three  types  of  NIH  grants 
at  the  center.  The  first  is  the  program  project  grant.  Approximately  65 
percent  of  the  grant  went  for  personnel  costs  and  28  percent  for  supplies. 

The  indirect  cost  was  61  percent  of  salaries  and  wages.  Dr.  Abboud  pointed 
out,  however,  that  faculty  time  dedicated  to  this  grant  is  far  in  excess  of 
what  is  charged  to  the  grant.  Faculty  support  from  the  grant  accounted  for 
$137,000  whereas  the  actual  salary  for  the  effort  was  $364,000.  Thus,  the 
Federal  contribution  was  38  percent  and  the  university  contribution  62  per¬ 
cent. 

Dr.  Abboud  then  examined  an  institutional  training  grant,  with  indirect  costs 
fixed  at  8  percent  of  the  total.  The  last  mechanism  he  discussed  was  an 
individual  NIH  research  grant. 

Dr.  Abboud  concluded  by  noting  the  importance  of  the  Government- uni  vers ity 
partnership,  in  which  a  conmon  goal  is  to  preserve  and  foster  creativity. 

In  this  context,  perfect  accountability  is  a  delusion,  anu  overregulation 
will  only  lead  to  increased  costs  and  instability  for  the  research  system. 

B.  Remarks  by  Dr.  Eckstein 

Dr.  Eckstein  observed  that  the  categories  for  indirect  costs  at  the  Univer¬ 
sity  of  Iowa  are  similar  to  those  employed  at  the  University  of  California, 
which  were  reviewed  by  Dr.  Krevans.  According  to  Dr.  Eckstein,  indirect  costs 
are  real  and  indeed  could  be  listed  as  direct  costs.  Indirect  costs  vary  from 
institution  to  institution,  based  on  management  practice,  utility  costs,  the 
age  of  the  buildings,  local  labor  costs,  and  other  factors.  Consequently, 
rates  cannot  be  standardized  for  all  institutions. 
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Dr.  Eckstein  then  explained  the  categories  of  indirect  costs  at  Iowa.  The 
indirect  cost  rate  is  calculated  on  the  basis  of  a  research  pool  structured 
from  categories  of  cost  allowance  under  Circular  A-21  (e.g.,  buildings  and 
equipment,  operation  and  maintenance,  general  administration,  library  services) 
divided  by  salaries  and  wages.  Indirect  costs,  according  to  Dr.  Eckstein, 
do  not  go  back  to  the  department.  They  are  budgeted  for  the  use  of  the 
university.  There  is  no  profit  for  the  university  in  indirect  costs,  and 
it  must  pay  from  its  own  budget  those  not  recovered.  Indirect  costs, 
moreover,  are  going  up  rapidly.  Much  of  this  is  due  to  government  regula- 
tions--not  necessarily  related  to  research--such  as  OSHA  and  EPA  and  Affirma¬ 
tive  Action  rules.  In  this  context,  university  financing  is  becoming 
increasingly  difficult. 

C.  Committee  Discussion 

Dr.  Fredrickson  asked  if  there  were  any  figures  for  those  portions  of 
indirect  costs  not  reimbursed  by  the  Government.  Dr.  Eckstein  indicated 
that  Iowa  is  recovering  approximately  75  percent  of  the  indirect  costs  of 
research.  He  was  uncertain  whether  this  was  the  total  or  the  costs  allowable 
under  0MB  Circular  A-21. 

Mr.  Kelly  observed  that  much  of  the  research  supported  is  clinical  and  involves 
a  teaching  hospital.  A  pertinent  question  was  whether  research  support  is 
being  provided  from  funds  obtained  from  patient  care.  An  increasing  amount 
of  research  is  conducted  in  the  hospital  setting,  and  it  was  appropriate  to 
ask  whether  patient  care  income  should  be  used  for  that  purpose. 

Dr.  Hansen  asked  whether  indirect  costs  are  increasing  disproportionately  to 
direct  costs.  Dr.  Eckstein  said  that  indirect  costs  appear  to  be  increasing 
more  rapidly,  which  isn't  surprising  in  view  of  such  things  as  escalating 
utility  rates. 

Dr.  Bondurant  provided  information  on  unrecovered  indirect  costs  at  the 
University  of  North  Carolina,  Chapel  Hill.  For  the  period  1978-79,  there 
was  $63  million  in  awards,  for  which  $15  million  was  incurred  in  indirect 
costs  and  $9.3  million  recovered.  Therefore,  $5.7  million--38  percent--was 
not  recovered  from  the  Federal  Government;  and  this  was  only  for  indirect 
costs  allowable  under  the  categories  of  0MB  Circular  A-21.  If  one  could 
consider  other  costs,  such  as  creating  an  environment  for  research  or 
recruiting  staff,  it  would  have  been  more. 

Dr.  Bondurant  went  on  to  point  out  that  basically  one  must  looK  at  these 
problems  in  light  of  the  forms  of  research  support  in  the  United  States. 

There  are  other  ways  to  channel  dollars  into  research.  For  example,  the 
Federal  Government  could  contract  with  principal  investigators,  who  could 
then  choose  particular  institutions  in  which  to  conduct  the  research. 

(An  important  variable,  presumably,  in  the  selection  would  be  a  low  indirect 
cost  rate.)  On  the  other  hand,  the  Federal  Government  could  simply  endow 
selected  universities  and  let  them  divide  the  research  among  themselves. 

Between  these  two  possible  systems  are  a  number  of  others  for  consideration. 

Dr.  Bondurant  concluded  with  the  observation  that  much  of  the  current  mis¬ 
understanding  is  due  to  the  ambiguities  that  have  developed  over  time  as  to 
the  definition  of  responsibility  and  the  authority  of  the  institution  in 
relation  to  principal  investigators  and  Federal  agencies. 
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Dr.  Brown  asked  Dr.  Eckstein  whether  the  indirect  cost  recovery  was  keeping 
up  with  inflation  at  the  University  of  Iowa.  Dr.  Eckstein  said  that  there 
was  a  lag  of  two  years  since  there  is  an  annual  negotiation  for  indirect 
costs  based  on  the  previous  year's  costs,  and  those  rates  then  apply  to 
the  upcoming  year.  At  the  University  of  Iowa,  indirect  costs  now  constitute 
61  percent  of  salary  and  wages,  or  approximately  35  percent  of  the  total 
direct  costs. 

Dr.  Ramey  pointed  out  that  research  grants  are  used  to  train  the  next  genera¬ 
tion  of  researchers.  The  costs  of  training  are  hidden  in  the  grants  because 
of  the  rules  and  regulations.  Dr.  Krevans  remarked  that  some  of  the  best 
research  is  in  fact  done  by  trainees  supported  on  training  grants.  Dr.  Wilson, 
as  a  followup  to  Dr.  Bondurant's  remarks,  noted  that  the  grant  system  presently 
employed  is  excellent  in  choosing  good  research,  but  is  not  the  best  for  en¬ 
suring  the  accountability  and  administration  of  grants. 

Dr.  Temin  said  there  was  a  great  deal  to  learn  about  the  calculations  for 
indirect  costs.  He  recognized  that  university  administration  is  not  making 
a  profit.  He  cited  Leon  Eisenberg's  phrase  of  "creative  fiction"  for  auditors' 
numbers  and  inquired  into  the  meaning  of  these  numbers.  Perhaps  the  univer¬ 
sities,  like  some  corporations,  need  two  kinds  of  books,  one  for  the  Federal 

Government  and  one  for  other  purposes.  The  auditors  can't  seem  to  accept  the 
premise  that  scientists  do  many  things  at  once.  He  specifically  sympathized 
with  the  university  administration  regarding  the  number  of  Federal  regulations, 
and  raised  the  question  whether  NIH  couldn't  help  in  negotiations  with  other 
agencies  of  the  Government  to  reduce  the  costs  of  adhering  to  regulations  that 
may  not  be  appropriate  for  laboratory  workers.  He  inquired  what  NIH  was  doing 

to  decrease  the  number  of  other  kinds  of  expensive  regulations. 


III.  COSTS  AND  ACCOUNTABILITY:  NIH-SUPPORTED  RESEARCH  AT  WASHINGTON  UNIVERSITY 

After  lunch  Dr.  Fredrickson  turned  to  the  next  agenda  item,  "NIH-Supported 
Research  at  Washington  University."  He  called  on  Dr.  William  Danforth, 
Chancellor  of  the  University,  and  Dr.  David  Kipnis,  Chairman  of  the  Depart¬ 
ment  of  Medicine,  Washington  University  School  of  Medicine,  to  discuss  cost 
and  accountability  issues  as  these  pertained  to  their  institution. 

A.  Remarks  by  Dr.  Kipnis 

Dr.  Kipnis  said  that  resolution  of  the  accountability  issue  wouldn't  flow 
from  formulas  for  direct  or  indirect  costs.  Basically,  the  question  is  a 
philosophical  one.  Political  decisions  have  been  made  to  control  the  costs 
for  research  support,  and  the  technocrats  are  there  to  enforce  them. 

Dr.  Kipnis  then  reviewed  three  kinds  of  grants  the  NIH  has  with  Washington 
University  School  of  Medicine.  For  the  first  type,  he  selected  a  young 
investigator  on  his  first  research  grant.  Approximately  50  percent  of  the 
grant  is  for  salary--75  percent  for  the  investigator  and  15  percent  for  the 
technician.  Rarely  do  the  researchers  apply  their  full  salary  to  the  grant. 
This  is  a  consequence  of  rigorous  review  by  study  sections,  which  has  an 
inhibitory  effect  on  claims  for  full  salary  reimbursement.  The  indirect 
cost  for  this  grant  is  37  percent  of  total  cost. 
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Dr.  Kipnis  noted  in  this  context  that  on  a  five-year  grant,  inflation  takes 
a  particular  toll  on  the  direct  cost  portion,  which  is  fixed.  By  contrast, 
the  indirect  cost  portion  is  negotiated  and  updated  annually.  He  thus 
agrees  with  Dr.  Brown's  concern  regarding  inequity  in  the  process  for  the 
direct  cost  portion  of  the  grant.  He  went  on  to  note  that  for  the  grant  under 
discussion  no  money  was  put  in  for  alterations  or  renovations  of  physical 
plant.  He  pointed  to  15  years  of  neglect  at  the  universities  in  regard  to 
physical  plant  and  noted  the  very  small  portion  of  the  tocal  NIH  budget  devoted 
to  upgrading  physical  facilities. 

Dr.  Kipnis  then  presented  information  on  a  grant  by  an  investigator  in  his 
19th  year.  For  this  grant,  ongoing,  the  indirect  cost  was  35  percent  of  total 
cost.  And  again,  for  reasons  cited  above,  the  investigator  does  not  list  his 
complete  salary  applicable  to  the  grant. 

Finally,  Dr.  Kipnis  reviewed  a  center  grant  in  its  20th  year,  which  supports 
32  clinical  beds.  Here,  total  indirect  costs  are  less  than  9  percent.  Over 
the  life  of  the  grant,  there  has  been  no  renovation  of  this  clinical  research 
unit.  Bed  occupancy  is  80  percent,  and  the  per  diem  is  approximately  $210-- 
less  than  half  the  cost  for  a  regular  hospital  bed.  Since  the  allocation  of 
dollars  has  not  kept  up  with  the  enormous  increases  in  cost,  there  is  additional 
support  from  the  university  and  hospital.  It  is  virtually  impossible.  Dr.  Kipnis 
believes,  to  allocate  time  for  research  versus  education  and  service,  and 
it  is  a  sham  to  enforce  such  rules.  He  also  noted  that  there  are  no  incentives 
in  the  present  system  or  under  0MB  Circular  A-21  to  protect  the  academic 
research  environment.  If  a  surgeon,  for  example,  were  to  limit  his  income 
to  aid  academic  development,  that  would  only  serve  to  reduce  the  base  for 
calculating  the  indirect  costs  recoverable  from  the  Federal  Government. 

B.  Remarks  by  Dr.  Danforth 

Dr.  Danforth,  viewing  research  broadly,  indicated  that  in  1978,  out  of  a 
total  of  $6  billion  expended  nationally  for  basic  research,  approximately 
$4  billion  went  to  universities  and  the  remaining  $2  billion  to  industry  and 
government  laboratories.  This  research  was  largely  fundeu  uj  the  Federal 
Government.  He  noted  that  the  costs  of  research  administration  are  high  and 
that  capital  investment  is  also  significant.  At  Washington  University,  he 
said,  there  exists  a  strong  commitment  to  sustaining  the  research  environment. 

Total  income  at  Washington  University  in  1970  was  $70.9  million.  Of  that 
amount  Federal  research  grants  and  contracts  accounted  for  34  percent.  In 
1975  total  income  was  $115.4  million,  with  the  Federal  Government  providing 
32  percent.  In  1979  income  was  $175.5  million,  of  which  Federal  grants  and 
contracts  accounted  for  a  total  of  29  percent.  Thus,  the  Federal  Government 
contributed  approximately  a  quarter  to  a  third  of  the  institution's  total 
income.  General  tuition  has  increased  36  to  44  percent  as  a  proportion  of 
university  income,  while  income  from  medicine  (largely  derived  from  patients' 
fees)  went  from  28  to  39  percent  in  the  period  1972-79.  Gifts  and  grants  from 
private  sources  have  been  sought  with  vigor,  but  endowments  have  been  severely 
eroded  by  inflation. 
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Private  universities,  according  to  Dr.  Danforth,  have  special  problems.  For 
the  nonmedical  part  of  the  university,  inflation  is  met  by  decreasing  the 
number  of  faculty  and  by  limiting  salaries.  Gifts  and  grants  from  private 
sources  have  not  kept  pace. 

Dr.  Danforth  pointed  out  that  the  university  cannot  by  itself  afford  to  fund 
more  than  a  fraction  of  the  research  now  performed.  However,  it  is  making 
a  contribution,  since  it  is  not  receiving  full  reimbursement  for  the  indirect 
costs.  Research  under  Federal  grants  in  1978  cost  $49.6  million,  of  which 
$40.4  million  was  reimbursed  by  the  Government.  Thus,  the  university  had  to 
put  up  $9.2  million  of  its  own--18  percent  of  the  total.  This  came  from 
endowments,  gifts,  etc.  Unfortunately,  the  university  cannot  afford  to 
budget  more  for  research.  Rent  factors,  including  utilities  and  depreciation, 
have  had  a  significant  impact  on  indirect  cost  rates,  causing  a  rise  of  17  per¬ 
centage  points  in  nine  years.  However,  looked  at  in  a  different  way,  reim¬ 
bursement  for  indirect  costs  has  remained  almost  constant  (about  4  percent  of 
total  university  income)  during  this  period.  Since  the  nature  of  Washington 
University  has  not  changed  significantly,  he  concluded  that  the  indirect  cost 
reimbursement  needed  to  maintain  the  research  environment  has  not  changed 
relative  to  other  university  costs.  Dr.  Danforth  noted  that  in  the  present 
university  climate  the  number  of  faculty  complaints  is  growing--and  that  he 
is  spending  more  and  more  of  his  time  on  accounting  questions. 

Dr.  Danforth  concluded  by  making  a  series  of  recommendations.  First,  indirect 
costs  should  not  be  tied  to  individual  grants.  The  university  does  not 
negotiate  indirect  costs  on  this  basis  and  would  prefer  an  approach  based 
on  some  kind  of  aggregation.  Second,  consideration  should  be  given  to  two 
indirect  cost  rates:  one  for  rent  to  cover  facility  costs,  and  another  for 
nonfacility  costs,  such  as  general  administration.  This  might  help  the 
researcher  and  members  of  Congress  to  understand  better  the  nature  of  the 
costs.  Third,  the  Federal  Government — and  especially  the  Congress--should 
recognize  that  indirect  costs  are  as  essential  to  research  as  are  direct 
costs.  Fourth,  there  is  a  need  to  simplify  reporting  and  accounting  require¬ 
ments,  especially  in  regard  to  faculty  time  and  effort  applied  to  research. 

C.  Committee  Discussion 

Dr.  Temin  asked  whether  there  should  be  total  recovery  of  indirect  costs  from 
the  Federal  Government.  Shouldn't  the  universities  also  contribute  to  research? 
Universities  were  not  necessarily  neutral  brokers.  Philosophically,  research 
could  be  considered  an  integral  element  of  the  university's  mission,  as  is 
teaching. 

Dr.  Danforth  responded  by  noting  that  Washington  University  has  an  enormous 
commitment  to  research  in  terms  of  facilities  and  equipment,  but  that  fiscal 
pressures  on  the  university  have  been  so  great  that  it  cannot  bear  any  cuts 
in  Federal  indirect  cost  contributions.  He  noted,  for  example,  that  there 
are  600  grants  at  Washington  University,  and  the  institution  must  cover  gaps 
in  indirect  costs  derived  from  them.  It  simply  lacks  the  resources  to  cover 
this  volume  of  research. 

Dr.  Meadow  remarked  that  research  and  education  are  vital  missions  of  the 
university,  but  each  university  must  decide  for  itself  on  the  nature  of  its 
commitment  to  research.  In  effect,  there  is  no  fraction  of  university  effort 
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for  research  that  is  optimal.  A  university  could  not,  however,  grow  and  develop 
without  the  necessary  research  support.  If  recovery  couldn't  be  made,  then 
nonresearch  components  would  have  to  be  penalized. 

Mr.  Kelly  felt  that  one  could  not  set  a  standard  for  how  much  reimbursement  a 
university  must  get.  Each  institution  must  decide  the  optimal  amount  in  its 
own  framework. 

Dr.  Bennett  pointed  out  that  low  indirect  costs  seem  to  be  good  for  adminis¬ 
trators.  He  went  on  to  note  that  NIH  has  a  pool  of  dollars  to  adjust  indirect 
costs,  unlike  the  Department  of  Defense  where  no  such  pool  exists  and  where 
rate  increases  in  indirect  costs  must  be  recovered  completely  from  the 
contract.  NIH  has  an  enlightened  policy  in  this  regard  and  provides  some 
protection  for  indirect  cost  increases. 

Dr.  Eisenberg  said  that  if  the  university  could  recover  full  costs,  it  would 
be  better  able  to  foster  its  research  and  educational  missions.  Perhaps  one 
could  argue  that  the  NIH  budget  should  be  strictly  devoted  to  direct  costs, 
with  later  appropriations  to  cover  the  uncontrollables  of  indirect  costs. 

This  practice  is  followed  in  the  social  security  system,  and  perhaps  we  need 
it  here  as  wel  1 . 

Dr.  Wu  observed  that  the  issues  discussed  here  relate  to  all  scientific  re¬ 
search,  not  just  the  life  sciences.  For  instance,  at  her  institution--Col umbia 
Uni versity--indirect  costs  are  negotiated  between  the  Office  of  Navy  Research 
and  the  university.  The  decision  is  based  more  or  less  on  NIH  funding,  as 
this  is  the  biggest.  Nevertheless,  the  rate  of  indirect  costs  thus  determined 
is  applied  to  all  other  Federal  fundings. 

She  concurred  with  Dr.  Brown  and  others  that  the  researchers  must  have  a 
large  say  in  the  discussions  on  indirect  costs,  and  that  cut;  universities  must 
include  the  research  faculties  in  this  question.  It  is  essential  for  the 
credibility  of  the  program. 

Dr.  Fredrickson  then  turned  to  the  next  agenda  item  for  the  afternoon,  "Cost 
Principles  for  Educational  Insti tutions--OMB  Circular  A-21,"  and  called  on 
Mr.  James  Kelly,  retired  Executive  Vice-Chancellor  of  the  State  University  of 
New  York,  for  a  historical  overview. 


IV.  COST  PRINCIPLES  FOR  EDUCATIONAL  INSTITUTIONS:  0MB  CIRCULAR  A-21, 

MARCH  6,  1979 

A.  Historical  Overview 

Remarks  by  Mr.  Kelly 

Mr.  Kelly  began  by  noting  that  he  had  served  in  the  Office  of  the  Secretary, 

HEW,  from  1954  to  1970.  During  his  tenure  he  helped  establish  grants  administra¬ 
tion  policy,  created  the  HEW  audit  agency,  and  participated  in  development 
of  the  original  0MB  Circular  A-21.  He  had  a  long-standing  interest  in  the 
development  of  NIH.  The  best  kind  of  accountability,  he  observed,  was  to  be 
found  in  the  rise  of  the  United  States  to  a  position  of  world  preeminence  in 
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biomedical  research.  This  accountability  had  nothing  to  uo  vn'th  direct  or 
indirect  costs.  It  had  a  great  deal  to  do  with  the  contribution  to  man's 
knowledge  concerning  disease,  and  to  disease  prevention  and  promotion  of  health 
He  said  that  there  had  been  14  independent  outside  evaluations  of  illH.  Each 
had  suggested  some  improvements,  but  each  had  affirmed  that  public  funds  were 
being  wisely  spent. 

In  March  1953,  when  HEW  came  into  being,  the  NIH  budget  was  $59  million;  today 
it  is  $3.4  billion.  In  the  period  since  1953,  a  number  of  profound  decisions 
have  been  made  affecting  the  health  research  enterprise.  First,  it  was  decided 
that  rather  than  undertake  an  expanded  effort  in  Federal  laboratories,  the 
predominant  effort  would  be  made  in  non-Federal  institutions,  but  with  a 
significant  amount  of  intramural  research  (approximately  10  percent).  Second, 
there  was  the  decision  that  research  would  not  be  conducted  at  exclusively 
research  institutions,  but  would  be  performed  at  educational  institutions. 
Third,  the  grant  rather  than  the  contract  mechanism  would  be  used.  Mr.  Kelly 
felt  that  this  was  a  mistake,  since  the  grant  was  ultimately  made  to  assume 
the  character  of  a  reimbursement  contract. 

The  key  issue,  according  to  Mr.  Kelly,  was  the  fiscal  health  of  the  institu¬ 
tions  on  which  the  Nation  relies  for  the  conduct  of  research.  Its  promotion 
was  dependent  upon  (1)  weeding  out  fraud  and  misrepresentation  and  (2)  encourag 
ing  efficiency  and  economy  of  performance.  Fraud  is  most  destructive  of  public 
policy  and  must  be  dealt  with  quickly  and  severely.  But  efficiency  and  economy 
of  performance,  while  desirable,  are  not  achievable  in  an  absolute  sense. 

Mr.  Kelly  noted  that  with  the  creation  of  the  HEW  audit  agency  under  Elliot 
Richardson,  a  major  policy  change  occurred  which,  in  Mr.  Kelly's  view,  was  not 
entirely  correct.  This  was  the  application  of  a  more  suDsiantial  effort  to 
recover  costs  and  to  deal  with  audit  problems  retrospectively.  Except  for 
fraud,  the  problem  is  one  of  economy  and  efficiency  and  should  be  dealt  with 
prospecti vely . 

In  regard  to  time-and-effort  reporting,  Mr.  Kelly  cited  a  study  conducted 
in  the  1960s  which  showed  that  95  percent  of  time-and-effort  reports  were 
identical  with  the  estimated  time-and-effort  data  on  the  grant  applications. 
Perhaps  it  was  not  a  very  useful  exercise,  but  such  reporting  was  an  incentive 
to  ensure  that  the  investigator  kept  as  his  benchmark  the  time-and-effort 
statement  in  his  grant.  However,  there  were  a  number  of  problems.  An  investi¬ 
gator,  for  example,  who  initially  indicated  on  fiis  application  that  he  would 
spend  less  than  20  percent  of  his  time  on  the  grant,  but  who  actually  spent 
more  than  that,  would  only  be  reimbursed  on  the  basis  of  the  20  percent 
estimate.  This  was  basically  unfair.  However,  Mr.  Kelly  was  not  persuaded 
that  investigators  cannot  estimate  time  and  effort.  They  do  it  to  establish  a 
salary  for  the  grant,  and  they  should  be  able  to  do  it  for  the  time  actually 
spent.  He  did  suggest  that  a  grant-by-grant  accounting  of  time  and  effort  was 
simply  not  reasonabl e--that  there  must  be  an  aggregation  of  faculty  time  spent 
on  sponsored  research. 

Mr.  Kelly  concluded  with  certain  recommendations.  Perhaps  one  could  take  an 
economic  view  rather  than  an  accounting  view  to  assist  the  universities  and 
restore  their  fiscal  health.  A  key  issue  currently  is  the  deterioration  of 
physical  plant.  Mr.  Kelly  suggested  that  the  Government  consider  al-lowing  the 
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full  cost  of  depreciation  for  physical  plant*  irrespective  of  the  source  of 
funding.  He  would  remove  the  current  restriction  against  allowing  depreciation 
on  buildings  financed  by  the  Federal  Government. 

Committee  Discussion 


Dr.  Sherman  remarked  that  the  whole  question  of  cost-sharing  needs  to  be 
examined  in  terms  of  its  origins  and  whether  it  has  achieved  its  purposes 
over  the  past  decade. 

Dr.  Brown,  noting  Mr.  Kelly's  comments  about  concentrating  on  the  future, 
observed  that  the  next  decade  looks  grim,  especially  with  NIH  budgets  leveling 
off,  indirect  costs  rising,  and  funds  for  direct  costs  being  thereby  reduced. 
Direct  cost  funds  indicate  the  amount  of  research  supported.  He  emphasized 
once  again  that  the  present  mechanism  for  indirect  cost  determination  permits 
indirect  costs  to  grow,  but  that  no  similar  mechanism  exists  for  adjusting 
direct  costs.  He  also  pointed  out  that  faculty  are  becoming  increasingly  aware 
of  less  funds  for  direct  support  of  research  as  indirect  costs  rise.  The 
process  is  likely  to  accelerate  over  the  next  decade.  Thus,  something  seems 
urgently  required  to  change  the  nature  of  this  process. 

Mr.  Kelly  remarked  that  the  increased  costs  of  doing  research  without  an 
increase  in  total  research  resources  has  resulted  in  diminished  support 
for  research.  However,  much  of  the  increase  in  indirect  costs  is  attributable 
to  the  six-fold  increase  in  utility  costs,  and  if  that  were  removed,  the 
increase  in  indirect  costs  wouldn't  be  as  large.  For  example,  administra¬ 
tive  costs  at  SUNY  over  a  15-year  period  remained  at  about  5  percent  and 
maintenance  at  about  4  percent,  while  the  costs  for  utilities  and  fringe 
benefits  have  boosted  indirect  costs  significantly. 

B.  0MB  Perspectives 

Remarks  of  Mr.  Lordan 


Mr.  Lordan  noted  that  the  House  and  Senate  Appropriation  Committees  called 
for  revision  of  0MB  Circular  A-21  four  years  ago.  As  a  result,  HEW  began 
considering  such  revisions  and  subsequently  made  recommendations  to  the  0MB. 

The  0MB  then  circulated  the  proposed  revisions  and,  on  the  basis  of  comments 
received,  further  revised  the  circular.  A  draft  was  published  in  the  Federal 
Regi ster,  and  after  more  revisions  based  on  the  results  of  several  meetings 
with  university  groups,  the  0MB  published  a  final  version  in  March  1979,  with 
an  effective  date  of  October  1979  (see  Attachment  H). 

Mr.  Lordan  indicated  that  there  would  be  no  further  revisions  at  this  point. 

At  issue  now  is  the  implementation  of  the  circular  and  consideration  of  prob¬ 
lems  arising  out  of  that.  He  noted  that  the  National  Commission  on  Research 
called  for  a  reconsideration  of  the  circular  in  3  to  5  years,  which  seemed  a 
sensible  approach.  Mr.  Lordan  recognized  that  there  would  be  difficulties  in 
the  implementation,  but  felt  that  the  universities  would  be  able  to  cope  with 
it,  particularly  as  the  revised  circular  was  better  than  the  old.  Studied 
efforts  have  been  made  to  avoid  the  level  of  detail  typified  by  DOD  procurement 
regulations.  Moreover,  he  said,  the  present  Administration  is  committed  to 
reducing  the  amount  of  paperwork,  and  the  current  circular  in  many  instances 
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accomplishes  this  end.  For  example,  the  circular  has  simplified  reporting 
for  smaller  institutions,  and  has  provided  options  such  as  the  "monitored 
workload"  to  facilitate  effort  reporting.  There  has  also  been  a  reduction 
in  the  frequency  of  faculty  activity  reports,  which  are  now  required  only  once 
each  academic  term  rather  than  on  a  monthly  basis. 

Mr.  Lordan  indicated  that  Congressional  and  public  concern  led  to  revision  of 
Circular  A-21  as  a  means  of  ensuring  credibility  in  the  accounting  for  public 
funds.  The  central  issue  now,  he  concluded,  is  effective  implementation  of 
A-21  by  the  universities. 

Committee  Discussion 


Dr.  Eisenberg  said  that  the  philosophical  issue  here  is  v/hether  universities 
should  be  treated  in  the  same  manner  as  business,  through  Federal  regulation. 

He  suggested  that  perhaps  the  0MB  could  undertake  studies  to  determine  the  cost/ 
benefit  of  auditing  procedures  and  whether  these  indeed  justify  the  cost  to  the 
public.  He  thought  it  would  be  very  helpful  to  have  experiments  at  selected 
universities  to  determine  the  overall  consequences  of  these  requirements  and 
their  implementation. 

Dr.  Kipnis  felt  that  the  credibility  issue  did  not  derive  froi..  the  public's 
distrust  of  the  health  sciences.  Indeed,  several  polls  indicate  a  high  level 
of  public  confidence  in  medical  and  health  research.  In  his  view  the  matter 
was  not  one  of  accounting  but  of  policy  determinations  made  by  the  Government. 

Mr.  Lordan  said  that  standards  for  accounting  of  funds  are  set  by  joint  agree¬ 
ment,  and  while  these  standards  may  be  unfair,  they  are  intrinsic  to  the 
nature  of  the  agreement  set  between  the  Government  and  the  universities  for 
accounting  of  public  funds.  Dr.  Kipnis  observed  that  0MB  discourages  support 
for  research  from  non-Federal  sources.  He  said  it  was  the  universities' 
view  that  private  sources  of  research  funding  should  pay  less  for  indirect 
costs  than  the  Federal  Government.  Mr.  Lordan  disagreed.  He  felt  that  the 
Federal  Government  and  any  other  donor  ought  to  treat  indirect  costs  in  the 
same  fashion— that  this  was  a  key  policy  dispute. 

Dr.  Wilson  said  that  it  might  result  in  easier  accounting  to  treat  Federal 
and  non-Federal  sources  in  the  same  manner,  but  that  in  terms  of  overall  policy, 
it  constitutes  a  disincentive  to  other  sources  of  research  support.  She 
noted  that  the  issues  lie  in  the  policy  objectives.  Accounting  should  be  a 
tool  to  accomplish  the  agreed  upon  objectives.  Unfortunately,  the  decision 
on  revision  of  A-21  occurred  prior  to  the  establishment  of  genuine  agreement 
on  policy  objectives  so  that  costing  principles  are  driving  policy  determina¬ 
tion. 

Dr.  Ramey  voiced  her  agreement  with  Drs.  Kipnis  and  Wilson  that  the  circular 
discourages  non-Federal  sources  from  providing  support  for  research.  She 
noted  that  the  Federal  Government  in  the  long  view  would  eticourage  more 
private  support  for  research  and  enhance  research  capacity  if  it  did  not  insist 
on  imposing  identical  cost  requirements  for  treatment  of  overhead.  Mr.  Lordon 
responded  that  the  premise,  accepted  by  the  Congress,  seeks  accountability 
through  the  application  of  accounting  principles.  The  appropriate  forum  for 
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this  debate,  he  said,  is  the  Congress.  The  applicable  principle  is  that  all 
who  contribute  to  research  support  should  bear  the  burdens  of  indirect  costs 
equally. 

Dr.  Bennis  observed  that  a  period  of  declining  funds  is  often  attended  by 
an  increase  in  paperwork.  He  noted  that  the  present  system  is  too  suggestive 
of  T.S.  Eliot's  technocrats  building  a  system  so  that  no  one  has  to  be  good. 

Mr.  Lordan  retorted,  "This  is  a  world  we  never  made,"  and  reaffirmed  the 
necessity  of  allaying  public  concerns  and  suspicions  about  appropriate  use  of 
the  tax  dollar. 

Dr.  Wilson  noted  certain  changes  in  the  new  A-21  which  may  create  problems-- 
for  example,  the  change  related  to  the  interpretation  of  cost  sharing.  In 
the  matter  of  credibility,  she  observed  that  recent  studies  have  shown  that 
only  6  percent  of  funds  expended  have  been  set  aside  as  unauditable  because 
of  inadequate  documentation,  primarily  in  the  area  of  time-and-effort  reporting. 
Only  0.2  percent  of  expenditures  were  questioned  as  improper  charges,  and 
these  questions  again  are  largely  in  the  area  of  time-and-effort  reporting. 

Thus,  the  universities'  systems  are  quite  good,  and  the  pertinent  issues  seem 
to  be  the  cost/benefit  of  these  procedures.  The  essential  proolem  is  the 
development  of  an  appropriate  management  technology. 

Mr.  Kirschenmann  distinguished  between  two  perspectives:  (1)  the  view  of 
universities  that  the  Federal  Government  should  treat  them  as  resource  centers 
and  (2)  the  Government  concern  with  expenditures  under  individual  research 
project  grants.  For  each  of  these,  the  cost  principles  are  different.  The 
current  auditing  system  reflects  project  accounting,  not  institutional  account¬ 
ing.  In  the  past,  he  said,  costs  associated  with  projects  have  not  been  well 
documented,  and  thus  the  accounting  procedures  have  led  to  better  information 
on  the  real  costs  of  doing  research. 

Dr.  Eisenberg  noted  again  the  need  for  some  experiments  in  examining  the 
implementation  issues  concerning  the  circular.  Mr.  Lordan  responded  that 
perhaps  NIH  could  fund  the  experiment.  It  would  be  especially  urgent  to 
examine  the  issue  of  fixed-price  vs.  cost-reimbursement  mechanisms. 

Mr.  Kelly  felt  that  the  fixed-price  grant  might  be  the  more  attractive  of 
the  two.  Dr.  Wilson  said  that  the  next  report  of  the  National  Commission  will 
urge  experiments  with  grants-in-aid,  managed  and  accounted  for  at  the  local 
level . 

Dr.  Ramey  agreed  with  Dr.  Kipnis  in  regard  to  the  public's  conception  of 
research.  In  her  view,  there  is  a  high  level  of  support  for  this  effort. 

Mr.  Lordan  responded  that  if  public  polls  were  taken  on  the  specific  issue 
of  Federal  support  for  the  indirect  costs  of  research,  a  more  negative  view 
might  emerge,  similar  to  that  now  entertained  in  the  appropriations  committees 
of  Congress.  At  present  there  appears  to  be  wide  acceptance  of  the  need  for 
greater  accountability  of  public  funds.  The  problem  is  to  find  levels  of 
accountability  that  would  be  generally  accepted. 

Mr.  Meadow  observed  that  all  the  discussions  to  this  point  had  demonstrated 
that  there  was  a  lack  of  credibility  among  the  interested  parties.  Secondly, 
it  was  evident  that  the  present  system  was  an  adversarial  process.  He 
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believed  that  today's  meeting  could  begin  to  resolve  this  problem  of  mutual 
mistrust. 

Dr.  Anlyan  again  voiced  concerns  about  A-21 .  Its  implementation  comes  at  a 
very  difficult  time,  when  the  morale  of  the  researchers  is  particularly  low. 

Dr.  Temin  suggested  that  perhaps  the  term  "direct  costs"  ought  to  be  changed 
to  "incremental  costs,"  and  "indirect  costs"  to  "average  costs."  Another 
distinction  that  could  be  made  was  between  "productive"  vs.  "unproductive" 
costs.  Mr.  Kelly  commented  that  in  the  '50s  one  assumed  incremental  costs 
could  be  estimated,  but  few  today  believe  this  is  possible. 

C.  HHS  Perspectives 
Remarks  by  Mr.  Bohen 

Mr.  Bohen  said  that  the  Department  was  surprised  at  the  negative  reaction 
elicited  by  A-21.  He  noted  the  extensive  process  of  consultation  as  outlined 
by  Mr.  Lordan,  and  considers  the  current  version  of  A-21  to  be  a  much  improved 
and  less  onerous  document  than  its  predecessor.  Indeed,  the  Department  views 
A-21  as  a  stride  forward  and  believes  it  should  now  be  tested  in  the  univer¬ 
sities. 

Mr.  Bohen  agreed  with  Mr.  Kelly  in  his  comments  about  emphasizing  prospective 
remedies  rather  than  retrospective  penalties  in  terms  of  auditing.  He  did 
point  out,  however,  that  large  sums  of  money  are  involved.  The  University 
of  California,  for  example,  has  $1  billion  in  Federal  grants  and  collects 
approximately  $77  million  in  indirect  costs.  Thus,  accountability  is  a  key 
issue  here.  He  further  noted  that  under  continuing  budget  constraints  the 
Department  cannot  continue  to  have  protracted,  open-ended  audit  questions. 

The  Congress  is  demanding  action,  and  the  Department  therefore  must  expedite 
these  reviews  and  reach  a  resolution  of  outstanding  questions. 

D.  Committee  Discussion 

Dr.  Eisenberg  asked  Mr.  Bohen  why  the  Department  was  surprised  at  the  distress 
of  the  universities.  Mr.  Bohen  said  he  recognized  that  the  universities  had 
problems  but,  considering  the  extensive  consultation  in  developing  the  new 
circular,  the  reaction  that  followed  was  not  anticipated.  He  emphasized  that 
the  universities  should  give  the  circular  a  chance.  And  more  experience 
with  A-21  is  required  before  it  can  be  revised  again. 

Mr.  Bohen  said  that  HHS  is  trying  very  hard  to  get  the  auditing  teams  to 
assist  the  universitites  in  upgrading  their  procedures,  and  he  asked 
Mr.  Kirschenmann  for  a  brief  description  of  this  effort.  Mr.  Kirschenmann 
reported  that  he  and  his  colleagues  had  made  a  number  of  site  visits  to 
universities  to  establish  a  system  for  implementation  of  A-21  acceptable  to  the 
universities  and  the  HHS  auditing  agency.  They  dealt  with  40  institutions,  and 
agreements  on  procedural  aspects  with  6  to  8  of  these  institutions  have  been 
reached.  Mr.  Kirschenmann  said  that  A-21  is  not  rigid--that  it  seeks  approxi¬ 
mation  and  allows  certain  alternatives.  Indeed,  time-and-effort  reporting  should 
result  in  a  reduction  of  paperwork.  Mr.  Kelly  asked  whether  any  universities 
had  noted  that  application  of  A-21  would  reduce  Federal  reimbursements  for 
indirect  costs.  Mr.  Kirschenmann  replied  that  they  had  not  yet  reached  the 
stage  where  a  determination  of  this  nature  could  be  made. 
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SECOND  DAY:  MAY  14 


Introduction:  Mr.  Kelly 

In  response  to  a  request  from  Dr.  Fredrickson,  Mr.  Kelly  provided  his  perspec¬ 
tives  on  the  issues  raised  in  the  course  of  the  first  day's  meeting.  He  found 
the  meeting  a  useful  exercise,  even  though  the  issues  discussed  had  been  debated 
for  the  past  30  years.  A  new  feature  of  the  program  was  that  all  interested 
parties  were  considering  the  issues  in  a  public  forum,  and  for  the  first  time 
a  multidisciplinary  approach  was  provided,  embracing  a  number  of  perspecti ves-- 
financial,  research,  administrative,  government,  and  university. 

In  his  view,  the  first  day  of  the  meeting  may  have  been  devoted  to  "kicking 
the  wrong  villain."  Much  of  the  discussion  seemed  to  concentrate  on  whether 
the  new  0MB  Circular  A-21  constituted  a  threat  to  research  programs  and  im¬ 
paired  national  objectives.  In  his  view  the  new  circular  was  not  significantly 
different  from  the  old,  and  the  old  has  been  around  since  World  War  II.  He 
believed  that  as  the  budget  tightens  and  the  forces  for  a  balanced  budget  con¬ 
tinue,  accountabil ity--the  "bad  word"  of  the  Eighties--will  apply.  This  will 
necessarily  lead  to  increased  surveillance.  Clearly,  the  system  must  be 
attended  to,  for  it  is  now  unsatisfactory  in  several  respects--such  as  time- 
and-effort  reporting  and  the  methods  for  auditing  and  the  disclosure  of 
auditing  results. 

Mr.  Kelly  noted  the  difficulties  inherent  in  time-and-effort  reporting.  Histor¬ 
ically,  HEW  stopped  it  for  a  time,  changed  to  a  payroll  distribution  system, 
and  then  reverted  to  the  former  practice.  Mr.  Kelly  considers  the  approach 
unreliable.  Some  promise  is  afforded,  however,  by  the  monitored  workload 
system  contained  in  A-21. 

Yesterday's  discussion,  according  to  Mr,  Kelly,  brought  out  two  interesting 
points.  The  first  was  the  extent  to  which  the  universities  now  have  account¬ 
ing  systems  that  can  determine  total  indirect  costs  and  how  much  is  not  reim¬ 
bursed  by  the  Government.  This  reflects  a  far  more  sophisticated  record-keep¬ 
ing  system  than  was  the  case,  say,  10  years  ago.  The  second  point  was  the 
concern,  especially  by  the  research  scientist,  that  the  mechanisms  for  calcu¬ 
lation  of  indirect  and  direct  costs  need  review.  Specifically,  he  addressed 
Dr.  Brown's  point  that  indirect  costs  are  negotiated  annually,  while  direct 
costs  are  not.  Thus,  we  do  need  changes  in  mechanisms  to  adjust  for  inflation 
of  other  costs;  it  is  a  fair  criticism  of  the  system.  Mr.  Kelly  added,  how¬ 
ever,  that  we  must  not  have  a  system  that  would  adjust  too  easily  to  inflation, 
for  there  would  be  no  incentive  to  control  inflation  from  a  public  policy 
standpoint. 

Mr.  Kelly  went  on  to  note  that  from  the  university's  point  of  view,  there 
seemed  to  be  an  element  of  harassment  by  the  Government  in  the  proliferation 
of  regulations,  though  many  had  laudable  goals.  Auditing  is  "just  another 
straw  to  break  the  camel’s  back."  Monitoring  must  exist,  but  it  should 
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minimize  harassment  with  procedures  that  limit  the  frequency  of  reporting 
and  surveillance.  We  need  to  review  carefully  how  we  can  achieve  this  goal. 

The  Federal  Government  must  also  examine  the  question  of  reimbursement.  The 
grant  mechanism  has  served  us  well,  but  it  was  designed  for  a  system  in  which 
the  research  volume  was  measured  in  millions  of  dollars--rather  than  in  bil¬ 
lions,  as  is  the  case  today.  Clearly,  we  must  review  this  mechanism  to 
determine  if  it  is  still  appropriate  or  if  it  is  contributing  to  present 
difficulties  in  regard  to  accountability.  Perhaps  the  reimbursement  agreement 
ought  to  be  replaced  by  the  grant-in-aid.  The  smoke  generated  recently  may 
be  an  indication  that  the  present  system  is  hazardous  to  the  Federal -university 
research  relationship. 

Dr.  Fredrickson  then  turned  to  the  next  item  on  the  agenda,  "Accountability: 
Perspectives  on  the  Government-University  Research  Relationship,"  and  asked 
for  presentations  by  Mr.  Hale  Champion,  Executive  Dean  of  the  John  F.  Kennedy 
School  of  Government,  Harvard  University,  and  Mr.  William  Carey,  Executive 
Director  of  the  American  Association  for  the  Advancement  of  Science. 


I.  ACCOUNTABILITY:  PERSPECTIVES  ON  THE  GOVERNMENT-UNIVERSITY  RESEARCH 
RELATIONSHIP 

A.  Comments  by  Mr.  Champion 

Mr.  Champion  said  that  in  his  work  as  director  of  finance  of  the  State  of 
California,  the  University  of  Minnesota,  and  Harvard,  he  became  very  familiar  with 
the  questions  of  indirect  costs  and  Federal  audits.  As  former  Under  Secretary 
for  HEW,  he  was  also  familiar  with  the  Federal  perspectives  on  these  issues. 

He  recognized  that  Federal  auditors  have  real  problems  dealing  with  the  account¬ 
ability  requirements  set  by  Congress,  especially  with  respect  to  documentation 
by  universities.  The  auditors  must  account  for  Federal  funds  through  existing 
accounting  practices  and  procedures.  He  then  observed  that  the  universities 
are  not  notoriously  sympathetic  to  auditors'  problems. 

Mr.  Champion  said  there  were  fundamental  problems  with  the  Circular  A-21 
approach.  Any  system  that  tries  to  allocate  indirect  costs  and  to  document 
what  someone  is  doing  for  money  already  reinibursed  will  always  have  problems. 

And  these  will  continue  with  increasing  scarcity  of  funds  and  tough  budgets. 

Arguing  over  the  details  of  Circular  A-21  will  not  solve  all  these  problems. 

It  only  puts  more  pressure  on  them  and  on  all  the  parties  and  increasingly 
draws  Congressional  attention  and  heat  which  will  further  reduce  the  funds 
being  haggled  over.  The  emphasis  ought  to  be  on  what  virtually  everyone  agrees 
is  true--that  university-based  research  is  the  best  bargain,  that  regardless 
of  the  auditing  and  accounting  details,  the  Federal  Government  is  getting 
higher  quality  at  less  cost  than  in  any  of  its  other  research  support  activities, 
with  the  best  training  of  future  researchers  thrown  in  as  a  bonus.  If  the 
Congress  and  0MB  understood  that,  they  would  be  much  less  concerned  about 
onerous  documentation. 
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The  Federal  Government  is  in  part  responsible  for  some  of  the  problems  that 
have  emerged  under  A-21 .  Many  of  the  charges  made  as  a  result  of  audits  are 
clearly  unfair.  Further,  many  audit  reports  are  publicized  and  cause  embarrass¬ 
ment  to  the  universities.  Government  reform  is  badly  needed  here. 

In  Mr.  Champion's  view,  indirect  costs  are  as  important  to  research  as  direct 
costs,  and  public  discussion  of  this  issue  is  unproductive.  With  regard 
to  time-and-effort  reporting,  this  did  not  make  sense  before  determining 
the  costs  of  a  program.  A  new  approach  may  be  needed,  perhaps  use  of 
another  mechanism,  such  as  the  grant-in-aid.  Mr.  Champion  also  felt  that 
there  might  be  some  merit  in  using  outside  nonadversarial  auditors:  there 
appears  to  be  a  built-in  conflict  of  interests  between  the  Government  auditors 
and  the  Government  program  managers  in  dealing  with  the  university.  The 
cost-sharing  argument  should  once  and  for  all  be  dropped.  It  was  clear  from 
the  presentations  at  the  meeting  that  the  universities  are  not  being  reimbursed 
for  all  costs  incurred,  and  therefore,  to  continue  these  debates  is  totally 
unproductive.  Finally,  in  Mr.  Champion's  view,  NIH  must  take  the  lead  in 
developing  new  compacts  with  the  universities. 

B.  Comments  by  Mr.  Carey 

Mr.  Carey  observed  that  a  malaise  was  evident  in  the  relationship  between  the 
Government  and  the  university.  This  did  not  originate  in  questions  regarding 
the  usefulness  of  science,  for  there  was  overwhelming  public  approval  of  Federal 
support  of  research.  The  difficulty  arose  largely  as  a  consequence  of  the 
Government  "bearing  down"  on  research  universities.  Mr.  Carey  also  noted  that 
the  grant  mechanism  is  a  victim  of  public  psychology:  a  grant  sounds  very  much 
like  a  gift  or  subsidy  and  is  subject  to  public  attack  in  times  of  scarcity. 
Thus,  in  sum,  the  Government  deflects  the  heat  it  gets  onto  the  universities 
through  the  regulatory  process. 

In  Mr.  Carey's  view  the  universities  are  hostages  to  the  Government.  Over 
the  years  they  have  given  up  more  and  more  of  their  authority  to  the  Government, 
and  now  the  latter  holds  most  of  the  cards.  What  was  once  a  partnership 
has  become  an  "administered  relationship."  The  Government  has  captured  most 
of  the  benefits  it  can  from  that  relationship,  and  many  of  its  policies  are 
becoming  counterproductive.  Mr.  Carey  then  distinguished  between  the  two 
endeavors  of  science  and  administration:  science  seeks  excellence;  adminis¬ 
tration,  perfectibility.  Thus,  the  expectations  are  different.  Furthermore, 
science  is  open-ended  and  dedicated  to  knowledge  development,  while  adminis¬ 
tration  is  incompatible  with  open-endedness  and  concerned  with  the  protection 
and  justification  of  resources.  The  Government  has  clearly  overstepped  itself, 
and  the  quality  of  the  relationship  is  consequently  decaying.  We  must  move 
to  a  practice  that  prevailed  earlier--an  audit  of  research,  rather  than  an 
audit  of  the  administrative  process.  At  the  moment  the  issue  seems  to  be 
whether  the  dollars  are  used  as  intended,  rather  than  whether  the  research 
itself  is  excellent.  Mr.  Carey  felt  that  the  administrative  barriers  have 
detracted  from  research,  probably  reducing  productivity  by  a  third.  He 
noted  Mr.  Meyerson's  comments  at  the  AAMC  meeting  (see  Attachment  B)  that 
out  of  a  budget  of  $400  million,  $4  million  was  going  for  Federal  paperwork 
requirements. 
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Mr.  Carey  concluded  by  noting  the  difficulty  in  obtaining  precise  documentation 
of  the  impact  of  these  administrative  requirements  on  research,  specifically  on 
the  time  and  effort  needed  to  fulfill  the  requirements  themselves.  He  said 
that  if  such  documentation  could  be  obtained,  it  might  lead  to  a  change 
in  the  perceptions  of  the  Congress. 

C.  Remarks  by  Mr.  Fuller 

Dr.  Fredrickson  then  called  on  Mr.  Fuller  of  Duke  University  for  his  comments.- 
Mr.  Fuller  pointed  to  a  number  of  concerns  about  the  revised  0MB  Circular  A-21 . 
He  said  that  Duke  would  attempt  to  use  the  monitored  workload  system,  but  that 
it  will  need  the  cooperation  of  the  faculty  and  administration  and,  certainly, 
the  understanding  of  the  Federal  auditors.  He  indicated,  however,  that  the 
university  would  be  penalized  by  the  new  A-21 — that  it  wouldn't  be  able  to 
recover  as  many  of  the  indirect  costs  as  it  did  under  the  old  circular.  For 
example,  the  new  circular  provides  specific  details  on  cost  allocation,  whereas 
in  the  previous  circulars  these  were  framed  in  more  general  terms  that  provided 
latitude  for  the  university.  Precise  allocation  techniques  for  determining  the 
costs  will  lead  to  a  decreased  allocation  to  research.  Further,  the  burden  of 
proof  has  shifted  from  the  Government  to  the  universities  in  the  use  of  alter¬ 
nate  allocation  systems,  and  it  is  feared  that  these  would  only  be  allowed  if 
they  involved  diminished  cost  reimbursement. 

Mr.  Fuller  went  on  to  note  that  depreciation  is  not  allowed  on  buildings  con¬ 
structed  with  Federal  funds  and,  further,  that  indirect  costs  for  training 
grants  continue  to  be  limited  to  8  percent.  He  concluded  by  observing  the 
inconsistencies  among  Government  agencies  in  regard  to  overhead  cost  recovery 
and  the  need  to  standardize  Federal  practice. 

Dr.  Fredrickson  then  called  on  Dr.  Cornelius  Pings,  Vice-Provost  and  Dean  of 
the  Graduate  School  of  the  California  Institute  of  Technology,  and  Dr.  Linda 
Wilson,  Associate  Vice-Chancellor  of  Research  at  the  University  of  Illinois, 
to  summarize  the  recent  report  of  the  National  Commission  on  Research. 


II.  ACCOUNTABILITY:  RESTORING  THE  QUALITY  OF  THE  PARTNERSHIP— REPORT  OF 
THE  NATIONAL  COMMISSION  ON  RESEARCH 

A.  Remarks  by  Dr.  Pings 

Dr.  Pings  said  basic  information  about  the  Commission  is  included  in  its 
report  (see  Attachment  C).  He  did  note,  however,  that  the  Commission  is 
primarily  concerned  with  the  administration  of  research  funding  rather 
than  the  funding  per  se.  As  indicated  in  the  report,  the  Commission  was 
founded  in  1978  by  the  American  Council  on  Education,  the  American  Council  of 
Learned  Societies,  the  Association  of  American  Universities,  the  National 
Academy  of  Sciences,  the  National  Association  of  State  Universities  and 
Land-Grant  Colleges,  and  the  Social  Science  Research  Council.  Funding  has 
been  obtained  from  the  Carnegie  Corporation  of  New  York,  Exxon,  the  Ford 
Foundation,  the  William  and  Flora  Hewlett  Foundation,  the  Andrew  W.  Mellon 
Foundation,  the  National  Science  Foundation,  the  Department  of  Defense,  and 
the  Department  of  Energy. 
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Approximately  8  of  the  13  members  of  the  Commission  are  from  universities. 
The  Commission  organized  its  work  into  five  subcommittees,  which  are  each 
responsible  for  developing  a  report.  No  final  overall  report  is  planned. 
All  five  reports  will  be  issued  before  June  30,  when  the  Commission  will  go 
out  of  business.  The  subcommittees  are  as  follows: 

t  Accountability, 

t  Alternate  funding  mechanisms, 

•  Quality  assurance  of  the  review  process  (peer  review), 

•  Research  personnel ,  and 

•  Government/universities  business  relationships. 


Dr.  Pings  noted  that  the  Commission  has  an  excellent  relationship  with  several 
of  the  Federal  agencies,  some  of  which  testified  before  the  Commission.  The 
Commission  has  held  several  regional  hearings:  at  the  University  of  Wisconsin, 
Cal  Tech,  and  Stanford,  and  the  AAAS  meetings  in  San  Francisco  in  1979.  He 
emphasized  the  difficulty  in  obtaining  hard  documentary  evidence  to  support 
many  of  the  issues  under  review  by  the  subcommittee  on  accountability.  He 
characterized  A-21  as  not  a  problem,  but  a  symptom.  The  process  for  the 
development  of  the  A-21  is  not  sound.  It  is  a  patch-up  of  standards  developed 
by  the  Office  of  Naval  Research  after  World  War  II,  and  clearly  a  new  approach 
is  necessary.  Finally,  he  said  that  the  costs  of  the  accountability  process 
should  be  justified. 

B.  Remarks  by  Dr.  Wilson 

Dr.  Wilson  observed  that  the  Government  and  the  universities  share  many 
characteristics.  Both  are  highly  complex,  evolving,  and  diverse--and  have 
limited  resources.  Both  have  individuals  in  positions  of  responsibility  who 
hold  a  variety  of  views  on  the  proper  relationship  between  government  and 
higher  education. 

But  there  are  deeply  rooted  institutional  differences.  A  central  issue  in 
their  relationship  is  accountability.  The  problem  for  the  public  is  to  ensure 
that  the  best  research  is  produced  and  that  public  funds  are  not  wasted  or 
abused.  The  problem  for  the  Government  is  to  fully  realize  its  programs  and  to 
fulfill  its  stewardship  responsibilities.  The  problem  for  the  universities  is 
to  make  sure  that  research  is  done  well  and  that  the  integrity  of  the  institu¬ 
tion  is  protected. 

Major  areas  of  concern  are  constraints,  costs,  and  control.  The  Commission 
in  its  review  noted  two  opposing  contentions:  (1)  the  Government  contends 
that  the  university  systems  are  in  many  instances  inadequate  as  regards  account¬ 
ing,  and  (2)  the  universities  contend  that  Government  procedures  are  inappro¬ 
priate  for  the  knowledge-development  process.  It  is  important  to  keep  in 
mind  that  the  process  for  which  accountability  is  sought  takes  place  in  three 
stages:  the  selection  of  research,  the  conduct  of  research,  and  the  reporting 
of  research  results.  The  procedures  and  operating  understanding  of  one  stage 
do  not  always  interact  constructively  with  those  of  another  stage  in  the 
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process.  The  major  areas  of  contention  are:  documentation  standards  in 
regard  to  time-and-effort  reporting,  cost  sharing,  and  cost  transfers. 

According  to  Dr.  Wilson,  time-and-effort  reporting  is  a  key  problem.  The 
focus  here  is  on  the  process  rather  than  the  outcome  of  the  research.  A-21 
may  create  problems  because  accounting  is  now  required  for  100  percent  of  the 
professor's  time,  and  this  is  a  fundamental  change  from  the  earlier  version 
where  the  focus  was  on  time  spent  in  research.  For  the  university,  there  is 
no  common  definition  of  what  constitutes  a  100  percent  effort  and  no  standards 
for  the  work  week— nor  should  there  be  from  the  university's  perspective.  The 
diversity  in  institutions  precludes  the  application  of  uniform  rules.  There 
must  be  flexibility  in  the  system. 

Dr.  Wilson  noted  that  the  Commission  had  spent  several  months  working  at  these 
issues.  The  Commission  is  convinced  that  there  would  be  further  deterioration 
in  the  Government-university  relationship  if  rules  were  tightened.  It  is 
essential  that  new  processes  and  procedures  be  considered  and  that  0MB  Circular 
A-21  be  revised  substantially  in  the  next  3  to  5  years.  Dr.  Wilson  then 
summarized  and  reviewed  each  of  the  recommendations  of  the  Committee.  (See 
Attachment  C,  pages  xi-xii.) 

Dr.  Wilson  closed  by  noting  that  the  next  report  of  the  Commission  will  be  on 
funding  mechanisms  and  that  relevant  recommendations  would  urge  clarification 
of  cost-sharing  rationale  and  requirements.  Moreover,  there  will  be  a  number 
of  recommendations  on  the  elements  in  the  array  of  funding  mechanisms, 
including  the  grant-in-aid. 

C.  Remarks  by  Dr.  Mac  Lane 

Dr.  Fredrickson  then  called  on  Dr.  Saunders  Mac  Lane,  Vice-President,  National 
Academy  of  Sciences,  for  his  perspectives.  Dr.  Mac  Lane  referred  to  his 
analysis  of  0MB  Circular  A-21  (see  Attachment  I).  He  asserted  that  the  require¬ 
ment  for  a  100  percent  accounting  of  a  professor's  time  is  simply  not  feasible 
and,  indeed,  contrary  to  the  purposes  of  the  university.  He  noted  that  the 
National  Academy  of  Sciences  passed  a  resolution  at  its  annual  meeting  on 
April  22,  1980,  that  expressed  reservations  concerning  Circular  A-21  and 
recommended  that  it  be  reconsidered. 

Mr.  Kirschenmann  observed  that  even  if  there  were  not  a  requirement  for  time- 
and-effort  reporting,  universities  would  still  need  a  mechanism  for  determining 
expenditure  of  faculty  time  in  order  to  compute  indirect  costs,  as  these  are 
frequently  based  on  salaries  and  wages.  He  said  that  over  the  past  10  years, 

HHS  has  been  trying  to  elicit  alternatives  from  universities,  but  none  has 
been  forthcoming. 

Dr.  Mac  Lane  continued  that  the  accounting  process,  which  is  inappropriate  for 
purposes  of  the  university,  is  now  driving  the  system.  For  example,  the  new 
HHS  interpretation  of  0MB  Circular  A-21  would  require  reports  not  only  on  a 
professor's  changes  in  time  spent  on  a  grant  but  also  detailed  information  on 
teaching  load  and  other  activities  per  semester.  Such  things  may  have  their 
place  in  accounting,  but  are  simply  not  useful  to  a  university.  Dr.  Wilson 
agreed  that  universities  don't  need  this  level  of  detailed  documentation  from 
the  professors  to  ascertain  changes  of  significance  in  the  work  load. 
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Dr.  Welsch  noted  that  much  of  the  discussion  focused  on  universities,  but  that 
10  percent  of  the  NIH  budget  goes  to  single-purpose  research  institutions, 
such  as  the  Worcester  Foundation  for  Experimental  Biology.  A  principal  concern 
here  was  the  costs  vs.  the  benefits  of  accounting  rules. 

Dr.  Fredrickson  then  turned  to  the  last  item  on  the  agenda,  "NIH  Perspectives 
on  Accountability  for  Health  Research  Support." 


III.  ACCOUNTABILITY  FOR  HEALTH  RESEARCH  SUPPORT:  NIH  PERSPECTIVES 
Introduction 


Dr.  Fredrickson  said  that  the  Committee  had  not  yet  heard  from  the  Government 
program  managers.  Dr.  William  Raub,  Associate  Director  for  Extramural  Research 
and  Training  at  NIH,  would  provide  this  perspective.  First,  however. 

Dr.  Fredrickson  commented  that  we  need  to  reach  out  toward  each  other  to 
avoid  being  entrapped  in  ideologies  that  make  us  unable  to  join  in  common 
purpose.  At  worst  the  scientist  is  myopic--not  seeing  beyond  his  door  to  the 
broader  dimensions  and  multiple  purposes  of  the  university.  The  university, 
concerned  with  the  risk  of  bankruptcy,  seeks  to  generate  income,  and  this  has 
led  to  administrative  discomfort.  The  auditors,  in  pursuit  of  their  professional 
responsibilities,  are  using  blunt  tools  in  attempts  to  adapt  science  and  research 
to  molds  actually  constructed  for  commerce. 

Dr.  Fredrickson  observed  that  one  reason  for  the  inadequate  participation  of 
NIH  in  setting  the  conditions  for  accountability  was  that  the  quality  control 
this  agency  exercises  over  science  activities  has  always  served  a  more  important 
guarantor  of  effective  use  of  funds  than  fiscal  accounting  by  itself.  NIH  has 
also  been  reluctant  to  mix  program  directly  with  audit.  Thus,  some  of  the  fault 
lies  with  the  Federal  program  managers.  Dr.  Fredrickson  further  noted  that, 
in  effect,  there  are  two  universities:  one  representing  the  traditional  concept 
characterized  by  a  common  tendency  to  provide  science  and  scientists  with  faculty 
rank  and  tenure  through  institutional  resources;  the  other,  a  more  recent  reflec¬ 
tion  of  the  Federal -academic  partnership,  characterized  by  a  broader  scientific 
community  whose  creation  and  employment  are  determined,  wholly  or  in  part,  and 
periodically  renewed,  by  a  system  in  the  charge  of  Government  officers.  These 
officers  have  tended  to  ignore  some  of  their  responsibilities  for  stewardship 
of  the  second  university--through  willingness  to  believe  that  it  is  effectively 
assumed  by  the  first.  Dr.  Fredrickson  added  that  NIH  will  have  to  address  this 
whole  interrelated  set  of  concerns  more  forcefully  in  the  future,  and  to  do 
so  in  concert  with  the  research-intensive  universities.  This  meeting  represents 
an  important  beginning. 

Comments  by  Dr.  Raub 

Dr.  Raub  remarked  that  apropos  of  the  Commission's  recommendations,  there 
were  three  areas  where  agencies  could  make  contributions.  In  regard  to 
progress  reports,  these  were  already  required  on  all  noncompeting  grants  and 
included  a  narrative  on  the  scientific  effort  and  a  detailed  financial  report. 

The  latter  has  been  deleted  because  of  the  0MB  initiative  three  years  ago  to 
reduce  financial  reporting  to  a  minimum.  NIH,  however,  is  now  adding  more 
structure  to  the  report  on  science  to  get  a  better  sense  of  the  expenditures 
on  personnel,  equipment,  and  other  cost  items. 
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The  reconmendation  related  to  aggregation  (No.  9)  provides  a  special  oppor¬ 
tunity  for  NIH.  Dr.  Raub  noted  that  there  was  little  reference  in  the  Com¬ 
mission's  report  to  program  project  or  center  grants.  Yet  these  are  mechanisms 
which  provide  a  great  deal  of  flexibility  in  the  handling  of  dollars.  There 
are  good  and  bad  points  about  this  system,  but  PHS  grants  policy  provides  for 
limited  discretion  in  aggregation  of  salary  costs  when  there  are  more  than  two 
grants  accounting  for  one  salary.  However,  Congressional  action  would  be  needed 
before  this  could  be  applied  across  several  Institutes,  especially  if  one  wanted 
to  extend  the  principle  to  supplies,  equipment,  and  the  like.  But  here  is  an 
opportunity. 

The  recommendation  pertaining  to  a  carryover  of  program  funds  (No.  10)  provides 
a  dilemma  for  the  program  managers.  For  example,  NIH  notes  that  5  percent 
of  the  dollars  awarded  for  noncompetitive  grants  are  not  expended— an  amount 
that  could  provide  for  additional  grants  each  fiscal  year.  Here  we  confront 
the  issue  of  flexibility  in  regard  to  the  awarding  of  new  grants,  or  the 
alternative  issue  of  carrying  these  funds  over.  Perhaps  a  tradeoff  might 
be  made  in  the  fixing  of  indirect  costs. 

Corranittee  Discussion 


Mr,  Kelly  asked  Dr.  Raub  whether  science  reporting  under  grants  is  well  documented. 
In  the  past,  he  noted,  many  of  these  reports  have  not  been  filed  by  the  grantee. 

Dr.  Raub  replied  that  this  is  not  a  problem,  especially  since  the  reports 
are  required  for  renewal  of  the  grant. 

Dr.  Sherman  said  that  this  meeting  had  been  remarkably  useful  in  the 
effort  toward  reaching  consensus  and  in  the  clarification  of  issues.  A  key 
issue  that  had  emerged  was  whether  the  project  grant,  though  it  may  be  excellent 
for  selection  of  research,  should  continue  to  be  the  backbone  of  the  NIH 
system,  because,  as  Dr.  Wilson  and  others  had  pointed  out,  it  causes  problems 
in  administration.  Do  we  need  to  reexamine  this,  or  should  we  reaffirm  the 
grant  as  the  basic  unit  for  doing  research,  since  it  has  stood  the  test  of 
time?  Dr.  Bondurant  pointed  out  the  necessity  for  balance  between  program 
accountability  and  fiscal  accountability.  Dr.  Welsch  remarked  that  from  his 
point  of  view  the  5  percent  carryover  would  be  far  better  used  for  the  initial 
grantee  than  for  creating  new  grants. 

Dr.  Eisenberg  pointed  out  that  penalties  for  error  in  the  audit  are  dispropor¬ 
tionately  harsh.  The  rewards  in  the  auditing  system  are  for  finding  errors, 
not  for  demonstrating  that  98  percent  of  the  system  is  clean.  The  Congress,  in 
other  words,  rewards  those  who  have  found  flaws  in  the  system  rather  than  those 
who  have  not  found  them.  Dr.  Wilson  observed  that  the  project  grant  is  indeed 
the  backbone  of  the  system,  as  had  been  noted  earlier,  but  that  it  is  limited 
by  administrative  problems.  She  noted  that  scientific  accountability  on  a 
grant-by-grant  basis  is  not  feasible,  and  is  fraught  with  dangers.  The  Com¬ 
mission  believes  it  is  much  better  to  have  a  retrospective  evaluation  by  fields. 

Mr.  Meadow  commented  that  there  seemed  to  be  a  lack  of  mutual  understanding 
among  the  group  during  the  day-and-a-half  meeting,  that  we  had  been  talking 
past  rather  than  to  one  another.  He  noted,  for  example,  in  connection  with 
scientific  accountability  that  a  principal  responsibility  of  any  faculty  is 
the  determination  of  the  scientific  progress  and  status  of  its  members  or 
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prospective  members  for  purposes  of  appointment,  continuation,  or  promotion. 

He  believed  that  many  of  the  issues  raised  at  this  meeting,  if  they  are  to 
be  resolved,  will  require  Congressional  action--for  example,  authority  to  mix 
expenditures  from  various  appropriations.  He  noted  that  many  of  the  issues 
raised  here  have  been  raised  for  the  past  30  to  40  years  and  that  the  solution 
in  many  instances  lies  not  wicn  the  universities  or  the  Federal  agencies  but 
with  the  Congress. 

In  concluding  the  meeting  Dr.  Fredrickson  noted  that  this  type  of  meeting 
appeared  to  provide  a  useful  public  forum  for  review  of  issues  from  many 
perspectives.  Perhaps  further  meetings  were  needed.  In  any  case,  the  National 
Commission  report,  in  effect,  provides  a  practical  framework  for  addressing 
many  of  the  problems  between  the  Government  and  the  universities  that  need 
resolution.  NIH  is  committed  to  working  with  all  involved  and  to  lending 
itself  and  its  programs  to  sensible  experiments.  It  intends  to  devote  itself 
to  this  effort  and  perhaps  to  suggest  possible  alternatives  and  experiments 
for  the  Committee  to  consider  at  its  fall  meeting. 


Respectfully  submitted. 


National  Institutes  of  Health 
Bethesda,  Maryland  20205 
August  15,  1980 
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DEPARTMENT  OF  HEALTH,  EDUCATION.  AND  WELFARE 

PUBLIC  HEALTH  SERVICE 
NATIONAL  INSTITUTES  OF  HEALTH 
BETHESDA.  MARYLAND  20205 

April  8,  1980 


Dear 

This  follows  up  on  our  telephone  conversation  about  your  participation  in  the 
next  meeting  of  the  Advisory  Committee  to  the  Director,  National  Institutes 
of  Health.  The  Committee  will  meet  at  the  NIH  for  a  full  day  on  May  13  and 
a  half  day  on  May  14.  See  the  enclosed  agenda,  with  a  list  of  Committee 
members  and  consultants  (Attachment  A). 

At  the  meeting,  the  Committee  will  examine  a  series  of  cost  and  accountability 
issues  that  have  become  prime  concerns  of  many  of  the  Nation's  research 
institutions.  The  contention  is  that  as  these  issues  continue  to  resist 
resolution  both  the  institutions  and  the  Government- uni versi ty  science 
relationship  are  jeopardized.  The  purpose  of  the  meeting  will  be  to  pin 
down  the  nature  of  these  problems  and  to  begin  to  identify  possible  solutions. 
The  review,  which  includes  both  university  and  Federal  perspectives,  is  part 
of  a  larger  effort  to  develop  a  strategy  for  stable  support  of  health  research. 

At  its  meeting  on  December  4  and  5,  the  Advisory  Committee  to  the  Director, 

NIH,  recommended  an  examination  of  the  impact  of  grant  stabilization  on 
research  institutions  (see  Attachment  B  for  minutes).'  These  matters 
were  considered  further  at  a  meeting  held  on  January  25,  sponsored  by  the 
Association  of  American  Medical  Colleges  (see  Attachment  C) .  Concern  has 
been  expressed  by  the  universities  regarding  (1)  declining  Federal  support 
in  the  face  of  steadily  increasing  costs  at  research  institutions,  (2)  con¬ 
tinuing  differences  on  standards  for  indirect  cost  charges,  (3)  institutional 
needs  for  more  flexible  funding  arrangements,  (4)  the  impact  of  regulatory 
requirements  on  the  costs  of  doing  research,  and  (5)  Federal  auditing 
proceoures . 

The  examination  of  health  research  costs  at  the  forthcoming  meeting  of  the 
Advisory  Committee  will  focus  on  both  the  direct  and  indirect  components 
of  those  costs.  The  agenda  has  been  structured  to  permit  consideration  of 
ilIH-supported  research  in  public  and  private  institutions.  A  unique  feature 
of  the  program  will  be  the  presentations  on  the  costs  of  doing  health  research 
from  the  perspectives  of  an  investigator  and  an  administrator  from  the  same 
institution.  (Enclosed  are  materials  prepared  by  Dr.  Richard  Krause,  Director, 
National  Institute  of  Allergy  and  Infectious  Diseases,  which  may  serve  as  a 
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model  for  presenting  both  investigators'  and  institutions'  viewpoints--see 
Attachment  D).  In  the  afternoon,  several  Federal  perspectives  will  be 
presented  and  discussed.  These  will  include  a  review  of  cost  principles 
for  educational  institutions  as  contained  in  0MB  Circular  A-21  (Attach¬ 
ment  E) . 

The  aim  at  this  meeting  is  to  achieve  a  better  understanding  of  the  real 
costs  to  the  institution  of  doing  research  and  to  relate  those  costs  to 
current  Federal  practices  and  procedures  for  cost  accounting  as  set  forth 
in  0MB  Circular  A-21.  Issues  of  particular  concern  include  standards  for 
indirect  costs,  time-and-effort  reporting,  and  limitations  on  inter-grant 
cost  transfers. 

The  second  day  will  be  devoted  to  a  further  exploration  of  fiscal  accounta¬ 
bility.  A  specific  focus  will  be  the  report  of  the  National  Commission  on 
Research,  Accountabi li ty:  Restoring  the  Quality  of  the  Partnership  (Attach¬ 
ment  F).  Members  of  the  Commission  will  review  the  report  and  its  recomen- 
dations.  Many  of  the  recommendations  speak  directly  to  the  issues  to  be 
highlighted  during  the  first  day  of  the  meeting.  To  conclude  the  discussion, 
NIH  perspectives  will  be  presented  on  the  report  and  on  issues  raised  in  the 
course  of  the  meeting. 

I  appreciate  your  willingness  to  participate  in  this  meeting.  I  am  hopeful 
that  the  effort  we  launch  here  will  provide  a  strategy  for  HEW  and  NIH  in 
addressing  some  of  the  vital  concerns  of  research  institutions  and  the 
Government. 

If  you  have  any  questions  about  the  proposed  program  or  your  role  in  it, 
please  contact  Dr.  Joseph  Perpich  (301-496-3152),  who  serves  as  Executive 
Secretary  of  the  Director's  Advisory  Committee.  Dr.  Perpich 's  secretary, 

Mrs.  Elizabeth  Shelton,  will  assist  you  in  your  travel  and  hotel  arrange¬ 
ments  . 


Sincerely  yours 


Donald  S.  Fredrickson,  M.D. 
Di  rector 


6  Attachments: 

A  -  Agenda  for  DAC  Meeting  of  May  13-14,  1980,  with  list  of  Committee 
members  and  consultants 

B  -  Minutes  of  DAC  Meeting  of  December  4-5,  1979 
C  -  Minutes  of  the  AAMC-Sponsored  Meeting  on  Biomedical  Research, 
January  25,  1980 

D  -  Illustrative  Model  for  Examination  of  Costs 

E  -  0MB  Ciruclar  A-21  (March  6,  1979):  Cost  Principles  for  Educational 
Insti tutions 

F  -  Report  of  the  National  Commission  on  Research 
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Attachment  B 


MEETING  ON  BIOMEDICAL  RESEARCH 
WITH  THE  DIRECTOR  OF  NIH 

Sponsored  by  the 

ASSOCIATION  OF  AMERICAN  MEDICAL  COLLEGES 
Minutes  of  the  Meeting,  January  25,  1980 


Terry  Sanford,  President  of  Duke  University,  chaired  the  meeting. 

(See  Attachment  1  for  the  agenda  and  list  of  participants.)  Beginning  with 
an  overview,  Mr.  Sanford  stated  that  there  is  a  reciprocal  interdependence 
between  the  health-research-intensive  institutions  and  the  National  Insti¬ 
tutes  of  Health  and  that,  specifically,  the  academic  health  centers  have  a 
unique  relation  with  NIH.  However,  over  the  past  two  decades,  regulations 
and  uncertainty  of  funding  have  raised  doubts  in  the  academic  community  about 
the  future  of  biomedical  research.  There  are  a  number  of  pressures  for  short¬ 
term  gains,  and  there  appears  to  be  a  lack  of  awareness,  especially  by  the 
Government,  of  the  research  approaches  at  the  institutions.  NIH  cannot 'solve 
the  problems,  he  said,  but  it  can  provide  leadership  in  the  Government  to 
meet  them.  The  purpose  of  the  meeting  today  was  to  identify  major  issues  of 
concern  to  all  the  institutions  and  to  select  issues  for  possible  future 
meeti ngs . 

Mr.  Sanford  then  turned  to  the  first  major  item  on  the  agenda--insti- 
tutional  stabilization.  This  was  to  be  discussed  by  Martin  Meyerson, 

President  of  the  University  of  Pennsylvania,  and  Dr.  Julius  Krevans,  Dean, 
University  of  California  School  of  Medicine  at  San  Francisco. 

I.  INSTITUTIONAL  STABILIZATION 

Remarks  by  Mr.  Meyerson 

It  has  been  observed,  Mr.  Meyerson  said,  that  it  is  easier  to  move  a 
cemetery  than  to  change  a  university.  That  adage,  however,  certainly  isn't 
true  for  describing  the  current  situation,  for  the  changes  generally  affect¬ 
ing  the  university,  and  specifically  the  health  center,  have  been  tremendous. 
There  are  many  forces  at  play  directly  affecting  the  administration  of  the 
university  and  tending  to  destabilize  the  academic  environment.  He  noted 
that  OPEC  actions,  for  example,  have  contributed  to  a  rise  in  the  energy 
budget  for  the  University  of  Pennsylvania  from  $2  million  to  almost  $20  million 
over  the  past  decade. 

There  are  a  number  of  turf  problems  within  universities,  and  especially  with 
respect  to  the  academic  health  centers.  In  his  view,  unless  the  university 
is  sound,  the  academic  health  center  suffers.  He  believes  that  a  strong  arts 
and  sciences  faculty  program  is  necessary  to  create  the  best  environment  for 
the  conduct  of  health  research. 

Mr.  Meyerson  then  turned  to  the  specific  problems  besetting  the  medical 
schools  and  the  academic  health  centers.  At  the  University  of  Pennsylvania, 
as  Federal  funds  decrease  for  the  health  professional  schools,  there  is  more 


[37] 


2 


push  for  other  sources  of  funding.  Emphasis  is  on  clinical  practice,  with 
less  time  and  resources  for  clinical  research  and  teaching. 

Mr.  Myerson  noted  a  series  of  events  that  directly  affected  the  programs 
of  health  professional  schools.  For  example,  the  city  administration  in 
Philadelphia  decided  to  close  the  city  hospital,  which  had  an  adverse  impact 
on  the  University's  medical  school.  A  former  State  commissioner  of  insurance 
instituted  rules  which  reduced  third-party  payments  for  various  teaching 
hospitals.  In  addition.  State  funds  for  the  medical  schools  have  not 
increased  over  most  of  the  decade  in  the  face  of  annual  inflation. 

Meanwhile,  corporate  funding  continues  to  be  directed  to  mission- 
oriented  projects  rather  than  to  basic  studies,  and  support  from  the  major 
foundations  to  universities  has  been  declining  over  the  past  years,  with 
the  research  support,  even  there,  largely  directed  to  the  applied. 

Under  such  constraints,  said  Mr.  Myerson,  the  universities  look  to 
I'lIH  and  the  Federal  Government  generally  for  help.  They  rely  on  indirect 
costs  from  Federal  grants  and  contracts.  Some  indirect  cost  levels  are  now 
up  to  65  percent,  and  some  investigators  are  urging  the  Federal  Government 
to  require  the  universities  to  lower  them. 

Mr.  Meyerson  said  that  the  problems  between  universities  and  the  Federal 
Government  are  primarily  with  agencies  other  than  NIH.  Out  of  a  budget  of 
$400  million  for  the  University  of  Pennsylvania,  approximately  $4  million  is 
spent  to  satisfy  Federal  paperwork  requirements.  He  went  on  to  note  that  the 
universities  recognize  that  NIH  must  have  a  fair  share  of  the  Federal  budgeting 
resources.  Its  special  role  with  the  universities  and  academic  health  centers 
requires  that  it  have  satisfactory  budgets,  as  the  universities  are  in 
desperate  need  of  resources,  especially  for  equipment,  facilities,  and 
renovation. 

Mr.  Meyerson  observed  that  all  these  fiscal  and  accounting  pressures 
have  a  strong  tendency  to  create  a  research  environment  where  no  risks  are 
taken  and  creativity  is  not  enhanced.  With  the  need  for  accountability,  the 
researchers  cannot  afford  failures.  Thus,  there  is  a  growing  loss  of  venture¬ 
someness.  Mr.  Meyerson  noted  in  conclusion  that  the  Office  of  Naval  Research 
in  the  '60s  had  a  policy  to  fund  research  with  great  latitude  so  that  risks 
could  be  taken  and  there  could  be  a  sense  of  venturesomeness  and  creativity 
in  the  research  enterprise.  It  was  essential  to  try  to  restore  that  environ¬ 
ment. 

Remarks  by  Dr.  Krevans 

Dr.  Krevans  opened  by  commenting  on  how  successful  the  partnership  of 
NIH  and  the  medical  schools  has  been  over  the  past  25  years.  There  have  been 
impressive  research  accomplishments,  better  medical  school  faculty,  and  an 
enhanced  intellectual  environment  for  research  within  the  institutions. 
Increasingly  over  the  past  decade,  however,  the  ability  of  the  institution 
to  make  choices  has  been  altered.  More  and  more,  the  discretion  concerning 
program  funding  and  administration  has  been  limited  to  meet  the  increasing 
fiscal,  budgetary,  and  accounting  constraints. 
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Dr.  Krevans  noted  that  during  the  period  he  has  been  Dean  at  San  Francisco — 
from  1972  to  1979— funding  from  NIH  has  gone  from  approximately  $17  million  to 
$40  million  (in  constant  dollars,  to  $27  million).  The  total  budget  has  gone 
from  $36  million  to  $100  million  (in  constant  dollars,  to  $61  million).  State 
funding  has  remained  constant  at  approximately  25  percent  of  the  total  budget. 

In  terms  of  the  total  budget,  the  Federal  share  has  dropped  from  48  percent 
to  41  percent  over  the  past  7  years.  The  endowment  income  has  doubled,  but 
because  of  the  increased  budget  it  has  in  fact  declined  as  a  proportion  of  the 
total,  from  3  to  2  percent.  The  only  major  increase  has  been  in  professional 
activities  and  services  from  the  clinical  department  through  third-party 
payers.  The  only  discretionary  funding  from  the  Federal  Government  has  been 
through  the  capitation  and  BRSG  grants.  In  1972  these  discretionary  sources 
of  funding  accounted  for  3  percent  of  the  budget,  and  in  1979  they  accounted 
for  0.6  percent. 

Dr.  Krevans  emphasized  that  the  increasing  regulations  and  rules  regarding 
Federal  grants  and  contracts  have  forced  universities  to  spend  more  and  more 
of  their  resources  on  financial  management.  The  University  has  recently  had 
to  increase  the  number  of.  auditing  personnel  from  17  to  53  to  satisfy  Federal 
requirements.  And  then,  there  is  the  enormous  burgeoning  of  Federal  rules 
and  regulations  to  ensure  public  accountability,  including  the  Institutional 
Biosafety  Committees,  the  Institutional  Review  Boards,  and  the  many  rules  of 
FDA,  OSHA,  and  ERA. 

Indeed,  the  medical  schools  and  NIH  share  common  problems  in  that  both 
encounter  increased  costs  to  meet  the  standards.  Moreover,  there  are  a  number 
of  problems  to  be  worked  on--attracting  young  people  into  research,  attracting 
physicians  into  research,  and  having  discretionary  resources  to  maintain 
research  initiatives.  Dr.  Krevans  believed  today's  meeting  was  an  important 
beginning  in  addressing  these  common  concerns. 

Discussion  by  Participants 

Mr.  Sanford  then  asked  for  comments.  Dr.  Fredrickson  asked  Dr.  Krevans 
whether,  in  speaking  of  Federal  requirements  and  rules  regarding  grants  and 
contracts,  he  meant  the  auditing  of  grants  but  not  the  peer  review  system. 

Dr.  Krevans  said  that,  indeed,  he  was  referring  to  the  fiscal  controls  and  not 
the  peer  review  system  of  NIH.  In  the  present  climate,  he  said,  principal 
investigators  feel  that  auditors  look  at  them  as  if  they  were  misusing  Federal 
funds. 

Mr.  Meyerson  said  that  these  constraints  not  only  diminish  risk-taking 
but  also  block  necessary  revitalization  of  existing  departments.  Dr.  Wallace 
Mann  asked  Mr.  Meyerson  to  comment  further  on  corporate  support  for  universi¬ 
ties,  citing  a  recent  Science  magazine  article  that  noted  the  opportunities 
for  better  university  and  private-sector  linkage.  Mr.  Meyerson  responded 
that  it  is  harder  in  the  present  climate  to  get  support  for  discretionary 
purposes.  Basically,  corporations  that  provide  support  are  accountable  to 
their  boards,  and  they  must  report  to  their  shareholders  on  how  the  money 
was  spent  and  what  payoffs,  if  any,  were  forthcoming. 

Dr.  Jules  Lapidus  emphasized  the  importance  of  maintaining  research 
capability  among  a  number  of  different  investigators,  disciplines,  and 
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institutions.  He  spoke  favorably  of  the  National  Science  Foundation's 
attempt  to  support  equipment  on  the  basis  of  regional  use.  A  good  deal  of 
biomedical  research,  he  suggested,  is  being  done  in  departments  of  chemistry 
and  physics  and  in  agricultural  schools,  but  there  is  much  more  opportunity 
here  if  the  NIH  would  seize  it. 

Dr.  John  Cooper  sunmarized  the  opening  remarks  of  Mr.  Meyerson  and 
Dr.  Krevans  by  noting  that  each  separate  Federal  rule  or  regulation  changes 
the  university  slightly,  but  that  a  multiplication  of  the  rules  has  created 
assaults  on  the  institutions,  changing  them  significantly.  He  cited  again 
the  new  rules  and  regulations  regarding  modernization  of  facilities  to  meet 
the  needs  of  the  handicapped,  the  changes  in  capitation,  and  the  changes  in 
faculty  income,  all  of  which  have  placed  increasing  stress  on  institutions 
and  have  led  to  instability.  He  suggested  that  an  impact  study  be  done  each 
time  a  Federal  rule  is  promulgated  to  determine  what  effect  it  will  have  on 
the  university  and  especially  on  the  health  research  environment.  Finally, 
he  noted  that  NIH  should  really  monitor  closely  the  actions  of  its  sister 
agencies  that  affect  the  research  environment  and  bring  to  their  attention 
the  deleterious  impact  of  those  actions. 

Dr.  Lattie  Coor  correnented  that  the  health  center  at  the  University  of 
Vermont  is  small  and  not  as  well  funded  as  many  of  the  others  represented  at 
the  meeting.  However,  the  quality  of  the  research  there  is  high.  Sixty 
percent  of  the  graduates  of  the  medical  school  go  into  primary  care,  yet  the 
school  is  twelfth  among  academic  medical  centers  for  graduates  going  into 
academic  medicine. 

He  noted  that  15  percent  of  a  budget  of  $20  million  is  provided  by  the 
State.  The  budget  has  doubled  over  the  past  5  years,  largely  on  the  basis  of 
income  from  clinical  services.  In  addition,  student  tuition  has  tripled.  The 
medical  school  has  remained  financially  stable,  but  virtually  all  of  its 
energy  has  gone  to  sustain  rather  than  build  the  research  capacity.  Most  of 
the  effort  goes  into  practice  and  teaching,  with  a  retreat  from  research  and 
risk-taking.  Dr.  Coor  said  he  feared  this  trend  will  continue  to  accelerate 
unless  there  are  definite  changes  by  the  Government. 

Dr.  Fredrickson  asked  Dr.  Coor  what  the  level  of  NIH  support  was  at  the 
medical  school.  Although  he  did  not  know  the  exact  figure.  Dr.  Coor  estimated 
that  $9  million  of  the  $20  million  budget  came  from  the  Federal  Government. 
(Dr.  Carl  Douglass  of  DRG  determined  that  the  NIH  contribution  was 
$7.8  million.) 

Dr.  Louis  Sullivan  indicated  that  his  school,  Morehouse  College  of 
Medicine,  was  a  new  minority  school  whose  main  emphasis  was  on  primary  care. 

He  and  the  faculty  recognized  that  for  the  school  to  be  of  the  highest 
quality,  there  must  be  a  strong  research  commitment.  He,  too,  noted  the 
lack  of  venturesomeness.  For  a  new  institution  with  diminishing  resources, 
he  said,  there  is  an  even  greater  pressure  to  do  the  predictable  in  research. 
Increasing  amounts  of  time  are  spent  in  meeting  administrative  and  regulatory 
requirements  and  in  trying  to  raise  funds.  Dr.  Fredrickson  asked  whether 
Congress  has  been  informed  of  this  recognition  at  minority  institutions  that 
the  quality  of  education  is  linked  to  the  quality  of  research.  Dr.  Sullivan 
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responded  that  he  doesn't  bel ieve  'Congress  has  been  made  generally  aware 
of  it  and  that,  of  course,  he  and  others  must  try  to  get  that  message  across. 

Dr.  Krevans  remarked  that  it  was  difficult  to  speak  to  the  Congress  and 
others  about  the  essential  connection  between  research  and  education  because 
it  may  seem  self-serving.  He  finds  that  there  is  often  an  attitude  that  the 
priorities  of  educational  institutions  are  distorted  and  not  related  to 
social  needs— that  somehqjiv  research  goals  can  conflict  with  humane  and 
social  concerns.  In  response.  Dr.  Mahlon  Hoagland  commented  on  how  percep¬ 
tions  of  the  public  and  the  Congress  might  be  changed.  More  must  be  done 
to  work  effectively  with  the  Congress,  and  he  noted  that  over  the  past 
3  years,  he  and  a  number  of  his  colleagues  have  done  much  to  inform 
congressional  committees,  and  specifically  appropriations  conmittees,  of  a 
need  for  broad  support  for  fundamental  research,  and  that  Congress  has 
responded  to  this  effort. 

Mr.  Sanford  then  concluded  the  discussion,  turning  to  the  next  item  on 
the  agenda— accountabi 1 ity  and  federally  funded  research.  He  called  on 
Drs.  Christopher  Fordham  and  Robert  Petersdorf  for  their  remarks. 

II.  ACCOUNTABILITY  AND  FEDERALLY  FUNDED  RESEARCH 

Remarks  of  Dr.  Fordham 


Emphasizing  that  this  is  a  particularly  troubled  time,  especially  with 
limited  resources  for  education  and  research  both  at  the  national  and  insti¬ 
tutional  levels.  Dr.  Fordham  felt  that  one  must  still  strive  to  find 
approaches  that  permit  both  the  setting  of  priorities  and  the  venture¬ 
someness  essential  for  creative  research.  He  affirmed  previous  observations 
that  more  and  more  of  the  resources  of  the  institution  are  going  for  financial 
accounting,  with  serious  consequences  for  all  concerned.  In  fact,  he  discerns 
a  trend  where  financial  requirements  will  drive  programs,  and  program  people 
will  have  less  and  less  to  say  about  administration.  In  Dr.  Fordham's  view, 
there  must  be  recognition  of  the  importance  of  balance  between  program  needs 
and  financial  accountability. 

Dr.  Fordham  believes  a  credibility  gap  exists  between  the  Federal 
Government  and  the  universities  on  the  subject  of  financial  accountability. 

The  Federal  perception  seems  to  be  that  faculty  are  reluctant  to  give  the 
necessary  data  for  auditing,  while  principal  investigators  and  university 
administrators  see  the  Federal  Government  as  less  ana  less  interested  in 
the  scientist's  need  to  do  good  research,  requiring  that  attention  be 
increasingly  diverted  to  paperwork. 

Dr.  Fordham  then  went  on  to  discuss  the  broad  areas  of  financial  and 
scientific  accountability.  As  to  the  former,  he  said,  the  institutions  over 
the  past  10  years  have  gained  expertise  and,  in  his  view,  now  run  programs 
efficiently  with  good  fiscal  monitoring.  Scientific  accountability  is 
afforded  through  the  peer  review  system.  The  major  problem  lies  in  the 
approach  of  the  Federal  Government  to  financial  accountabi lity--namely,  the 
requirements  for  time-and-effort  reporting. 
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Dr.  Fordham  said  there  is  no  acceptable  methodology  at  present  for 
financial  accounting  of  the  research  programs.  He  pointed  out  again  the 
dilemma  in  using  the  time-and-effort  approach  to  measure  the  time  spent  by 
the  clinical  faculty  on  research.  The  typical  example  in  the  academic 
health  center,  he  said,  is  for  a  faculty  member  and  students  to  see  a 
patient  and,  in  their  hour  together,  to  get  in  some  teaching  and  research. 

It  is  increasingly  apparent  that  the  separation  of  research,  education,  and 
service  functions  through  the  time-and-effort  reporting  system  is  simply 
not  workable.  Yet  the  Federal  Government  asks  for  the  data  and  the  university 
administration  must  provide  it.  Some  of  the  faculty  members  do  so  and 
others  refuse.  A  credibility  gap  develops,  and  Federal  auditors  believe  the 
principal  investigator  is  trying  to  subvert  the  system  and  withhold  data. 

The  time-and-effort  method,  in  Dr.  Fordham's  view,  is  simply  counterproductive. 
It  diminishes  the  credibility  of  the  system  and  especially  undermines  clinical 
research.  He  felt  that  we  must  provide  other  mechanisms.  As  alternatives, 
he  suggested  examining  the  scientific  output  of  the  principal  investigator  and 
calling  for  interim  reports  on  scientific  progress. 

Remarks  by  Dr.  Robert  Petersdorf 

Dr.  Peterdorf  addressed  the  problems  that  the  academic  health  centers 
and,  specifically,  the  teaching  hospitals  face  in  meeting  their  responsi¬ 
bilities.  He  spoke  of  his  personal  experience  as  the  head  of  a  hospital 
complex  in  Boston.  There  are  32  different  functions  of  the  hospital,  he 
said,  that  are  under  rules,  regulations,  or  guidelines  of  16  organizations 
in  the  State  and  Federal  Governments  and  in  private  organizations.  Within 
the  State,  one  must  meet,  for  example,  the  requirements  for  health  manpower 
and  certification  of  need.  There  are  utilization  review  requirements  and 
the  monitoring  of  hospital  costs  for  Blue  Cross  and  Blue  Shield.  There  are 
standards  to  be  met  for  rate-setting  through  Medicaid  and  other  State  depart¬ 
ment.  There  are  employee  rights,  safety  standards,  and  rules  governing 
abortions.  At  the  Federal  level  the  requirements  are  staggering:  Hill- 
Burton,  PSRO,  the  National  Health  Planning  and  Development  Act,  the  Social 
Security  Administration,  Medicare  and  Medicaid,  and  regulations  of  FDA,  EPA, 
and  OSHA. 

Dr.  Petersdorf  went  on  to  cite  a  number  of  problems  he  had  encountered 
in  trying  to  construct  a  new  building  and  to  merge  three  hospitals.  One 
must  get  approval  from  such  organizations  as  the  Department  of  Public  Health 
and  the  Redevelopment  Authority,  and  observe  a  host  of  rules  and  regulations 
set  by  the  NLRB,  EPA,  Rate-Setting  Commission,  and  the  like.  He  concluded  by 
noting  that  teaching  hospitals,  where  the  bulk  of  clinical  research  is  done, 
exist  in  a  regulatory  climate,  and  it  is  becoming  increasingly  difficult  to 
conduct  research  there. 

Discussion  by  Participants 

Dr.  Charles  Womer  urged  NIH  to  concern  itself  with  the  regulatory 
activities  of  the  other  agencies  within  HEW,  and  indeed  of  the  Federal 
Government.  He  noted,  for  example,  the  Public  Health  Service's  proposed 
regulations  requiring  research  institutions  to  compensate  injured  research 
subjects.  The  universities  wouldn't  be  able  to  get  insurance,  and  as  their 
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lawyers  have  pointed  out,  they  cannot  assume  uninsurable  risks.  Hence,  the 
institution  must  either  move  to  do  clinical  research  at  a  Federal  hospital 
or  discontinue  it  altogether.  It  is  essential  that  NIH  promote  understanding 
of  the  impact  of  these  regulations  on  the  universities.  Dr.  Fredrickson, 
in  response,  reported  that  the  new  Presidential  Commission  headed  by 
Mr.  Morris  Abrams  has  agreed  to  consider  this  general  subject  and  that 
Public  Health  Service  regulations  will  therefore  not  be  promulgated  at 
present. 

Dr.  George  Fraenkel  felt  that  the  impact  of  time-and-effort  accounting 
on  the  universities  will  be  to  drive  a  wedge  between  research  and  education 
and  service.  Research  will  move  out  of  the  universities  into  the  purely 
research  organizations,  such  as  NIH  or  other  laboratories  in  the  private 
sector.  It  is  essential  that  we  try  to  measure  the  product  rather  than  the 
process  of  research.  If  present  trends  continue,  the  process  will  be 
excellent  and  the  product  terrible.  In  his  view,  time-and-effort  reporting 
might  well  become  a  requirement  for  all  university  faculty  if  the  university 
receives  any  Federal  funding  (analogous  to  the  present  requirements  for  the 
Institutional  Review  Boards).  The  impact,  he  believes,  would  be  enormous 
and  severe. 

Dr.  Fredrickson  commented  that  the  time-and-effort  approach  and 
requirements  have  arisen  from  a  number  of  sources.  For  example,  the  organi¬ 
zation  of  NIH  into  several  categorical  Institutes  requires  multiple  accounting 
for  diverse  grants.  Again,  the  support  through  project  grants  and  the  Congres¬ 
sional  demands  of  the  past  in  separating  NIH  support  from  research  and  educa¬ 
tion-all  have  produced  tensions  leading  to  time-and-effort  reporting. 
Accordingly,  Dr.  Fredrickson  said,  we  can't  merely  change  a  few  rules  and 
procedures.  We  must  review  the  whole  system  for  the  origins  of  the  problems— 
and  they  are  real  problems. 

Dr.  Lapidus  noted  that  it  seems  to  be  easier,  at  present,  to  talk  to  the 
0MB  about  university  problems  than  to  HEW. 

Mr.  Meyerson  asked  Dr.  Fredrickson  how  he  accounts  for  the  balance  to 
be  struck  under  the  different  mechanisms  of  support  by  NIH  and  the  several 
research  missions.  He  said  that  40  percent  of  the  national  support  for 
research  is  now  targeted,  as  opposed  to  20  percent  in  the  1960s.  Dr.  Fred- 
erickson  reported  that  NIH  over  the  past  3  years  has  developed  a  planning 
process  involving  program  reviews  each  fall  with  the  several  Institutes,  in 
preparation  for  the  President's  Budget  and  the  appropriations  hearings  for 
succeeding  fiscal  years.  This  fall,  for  the  first  time,  the  reviews  included 
Advisory  Council  members,  to  get  as  broad  a  participation  as  possible  in 
setting  missions  for  NIH  and  the  emphases  for  support. 

In  addition  to  the  NIH  planning,  there  has  been  under  way  an  HEW  health 
research  planning  process  begun  early  in  1978  under  former  Secretary  Califano. 
Its  aims  were  to  examine  the  research  capabilities  in  support  of  all  health 
missions  of  the  Department,  to  recommend  any  necessary  modifications,  and  to 
reaffirm  the  Federal  corranitment  to  support  of  the  health  sciences.  A 
National  Conference  on  Health  Research  Principles  was  held  in  October  1978, 
and  final  principles  based  on  this  Conference  were  released  last  August. 
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These  speak  to  a  need  for  continuing  and  predictable  support  of  knowledge- 
development  activities  in  fundamental  areas,  and  for  sustaining  and  enhancing 
current  research  capabilities.  An  HEW  health  research  planning  document, 
strongly  influenced  by  the  principles,  was  subsequently  developed.  It 
provides  an  analysis  of  all  current  health  research  activities  in  the  Depart¬ 
ment,  plus  a  set  of  proposed  health  research  initiatives  for  1980  and  beyond. 
This  document  is  now  awaiting  the  Secretary's  action. 

A  key  health  research  initiative  in  the  HEW  plan  concerns  stabilization 
of  that  element  within  "the  science  base"  that  relates  to  HIH  and  ADAMHA 
support  for  invest! gator- initiated  research  project  grants.  The  initiative 
to  ensure  stable  funding  of  such  grants  has  become  the  centerpiece  in  NIH 
plans  for  fiscal  year  1981  and  the  period  1982-84,  with  projections  for 
other  program  components  tied  to  this  initiative. 

Dr.  Fredrickson  concluded  by  remarking  that  current  planning  is  largely 
on  the  margin  of  the  budget  commitments.  Planning  has  focused  generally  on 
the  distribution  of  research  funds,  on  how  we  can  use  additional  funds,  and 
on  what  can  be  expected  in  the  future.  He  noted  that  the  chances  for  success 
in  changing  the  modalities  of  support  are  there.  We  are  not  locked  into  a 
mold  and  can  change  if  changes  can  be  justified. 

Dr.  Thomas  Bartlett  perceived  that  the  process  of  accounting  presently 
in  place  is  leading  to  a  reorganization  of  the  universities  and  their  systems. 
That  is,  the  process  is  becoming  the  product,  and  increasingly  the  auditors 
are  having  the  final  say  over  program  people  on  work  in  progress.  There  must 
be  a  reordering  of  the  balance.  Dr.  Fredrickson  responded  that  we  need  to 
address  these  concerns  in  a  forum  for  all  to  hear  and  one  in  which  all  view¬ 
points  can  be  expressed. 

Dr.  Lapidus  noted  that  when  a  new  program  officer  turns  to  the  financial 
officer  to  ask  "How  do  I  do  this?"  the  financial  officer  often  interprets  the 
question  as  "Can  I  do  it?"  and  the  answer  is  increasingly  "No." 

Dr.  Krevans  conmented  that  NIH  is  not  the  cause  of  the  problem;  indeed, 
it  has  problems  in  common  with  the  universities.  What  is  needed  is  for  NIH 
to  be  a  spokesman  for  these  common  problems.  In  the  past,  this  has  been  a 
difficult  role  for  NIH,  but  it  should  speak  out,  for  its  credibility  is  high. 
Conversely,  Dr.  Krevans  noted  that  the  universities  need  to  talk  with  NIH 
about  its  problems  and  how  they  can  be  helpful.  The  university  representatives 
would  be  more  creditable  spokesmen  for  the  intramural  programs. 

Dr.  Fredrickson  responded  that  he  had  come  to  this  meeting  to  listen  and 
not  to  defend  NIH  specifically  or  Federal  policies  generally.  There  are  many 
forces,  he  said,  that  have  had  a  deleterious  influence  on  the  direction  of 
the  institutions.  Much  of  the  instability  arose  in  the  '60s,  but  since  then 
things  have  been  settling  down  and  the  credibility  of  research  in  the  universi¬ 
ties  has  grown.  People  do  believe  that  the  universities  and  the  research 
community  are  not  isolated  from  society's  problems,  that  they  do  care,  and 
also  that  NIH  has  been  better  able  to  define  its  boundaries.  NIH  at  present 
must  look  at  the  way  it  is  organized  and  at  how  it  impacts  on  universities 
through  that  organization.  The  effort  should  be  more  collective,  rather  than 
being  derived  from  the  actions  of  individual  categorical  institutes.  In 
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order  to  assist  the  universities,  NIH  has  probably  gone  as  far  as  it  can  in 
the  categorical  approach,  and  it  may  need  broader  mechanisms  for  support. 

From  Dr.  Fredrickson's  perspective,  the  research  plan  at  NIH  over  the  past 
3  years  and  the  HEW  research  planning  effort  are  extremely  useful  in  providing 
a  broad  spectrum  of  health  sciences  support  within  the  Department. 

Dr.  Fredrickson  believed  the  NIH  can  have  impact  on  Federal  research 
policy  and  that  the  relation  of  the  biomedical  research  community  to  Federal 
policy-makers  is  not  as  unstable  as  it  was  in  the  past  with  Congress  and  the 
Executive  Branch.  However,  NIH  and  the  universities,  to  deal  effectively 
with  government  and  the  Congress,  must  understand  what  they  want  to  change 
and  why.  We  need  to  understand  our  institutions  better  because  we  are  linked 
in  a  common  destiny.  NIH  funds  have  had  a  major  effect  on  research  and  the 
organization  of  universities.  The  survival  of  the  universities  is  crucial 
to  that  of  NIH  and  its  mission.  We  must  begin  to  look  at  our  problems,  end 
especially  at  responsibilities  in  research  and  education,  as  we  consider  the 
new  Department  of  Education  and  its  forthcoming  relationship  with  universities, 
HEW,  and  the  educational  system  in  general. 

Mr.  Sanford  then  passed  to  the  third  agenda  item,  assigned  to  Drs.  Robert 
Bock  and  Daniel  Tosteson. 

III.  RESEARCH  FUNDING 

Remarks  by  Dr.  Robert  Bock 

Dr.  Bock  opened  by  lauding  the  efforts  of  Dr.  Fredrickson  over  the  past 
3  or  4  years  to  stabilize  support  of  research  project  grants  (traditional 
research  projects  and  program  projects).  He  recognized  that  this  effort  should 
limit  or  constrain  support  for  the  rest  of  the  NIH  programs,  and  he  expressed 
special  concern  for  the  adverse  impact  on  the  NIH  intramural  program.  He 
noted  that  the  universities  must  acknowledge  the  intramural  program  as  a  vital 
link  with  their  research  activities,  and  must  actively  support  its  stabilization. 

He  also  endorsed  the  extension  of  grants  support  to  3  to  5  years  and 
praised  the  peer  review  system  as  the  best  approach  for  maintaining  scientific 
excellence.  He  recognized  the  importance  of  maintaining  the  quality  of 
review  of  the  NIH  programs  while  ensuring  public  participation  and  attention 
to  social  needs.  He  suggested  that,  in  the  peer  review  system,  mechanisms 
for  review  and  appeal  be  considered  and  that  attempts  be  made  to  simplify 
the  paperwork. 

Dr.  Bock  went  on  to  say  that  NIH,  as  other  speakers  had  noted,  shares 
common  problems  with  universities,  especially  in  the  area  of  increased  fiscal 
accountability  and  regulations.  He  cited  the  animal  care  standards  as 
following  an  excellent  process  for  achieving  agreement  between  NIH  and  the 
universities,  and  he  noted  that  the  DNA  guidelines  and  their  evolution  have 
been  a  model  for  matching  regulations  with  potential  risks.  Finally,  he 
stated  that  priorities  must  be  set  at  all  universities.  The  capital  fund 
drive  at  the  University  of  Wisconsin,  for  example,  is  about  to  begin,  and 
their  priorities  for  the  drive  are  set  as  follows:  40  percent  of  the  funds 
would  be  targeted  to  equip  the  university  hospital;  30  percent  would  go  to 
the  maintenance  and  construction  of  physical  education  facilities;  15  percent. 
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to  faculty  support;  and  15  percent,  to  student  support.  Increasingly, 
priorities  will  have  to  set  at  the  local  and  national  levels. 

Remarks  by  Dr.  Tosteson 

Citing  the  unique  role  NIH  plays  in  its  support  of  the  academic  health 
centers.  Dr.  Tosteson  pointed  out  that  it  provides  most  of  the  direction 
and  has  traditionally  been  the  largest  supporter  for  research  at  the  medical 
schools.  Even  so,  the  research  environment  at  the  medical  schools  is 
deteriorating.  The  physical  plant  has  not  been  maintained,  much  less  reno¬ 
vated.  The  equipment  is  falling  behind  the  state-of-the-art,  and  there  are 
increasing  bureaucratic  and  administrative  burdens  at  the  institutional  and 
NIH  levels,  making  research  harder  to  do.  Dr.  Tosteson,  in  agreement  with 
Dean  Fraenkel,  commented  that  these  burdens  are  increasingly  driving  a  wedge 
between  the  research,  education,  and  service  functions  of  the  health  professional 
schools.  An  outcome  to  be  expected  is  that  the  preferred  place  to  do  research 
will  shift  from  the  universities  to  other  research  facilities,  such  as  the 
intramural  programs  of  NIH. 

Dr.  Tosteson  said  that  funding  for  biomedical  research  has  not  kept  pace 
with  inflation,  much  less  with  the  need  to  exploit  promising  areas  of  science. 

He  noted  that  the  NIH  budget  has  been  relatively  flat  for  the  past  decade 
and  that  expenditures  for  health  R&D  as  a  percentage  of  total  health  costs 
have  been  declining.  Dr.  Tosteson  suggested  that  we  consider  adopting  a 
target  index  for  R&D  as  a  percent  of  the  Nation's  total  health  effort.  The 
research  institutions  and  NIH  should  make  the  point  that  research  cannot 
thrive  at  3.3  percent  of  the  total  health  expenditure  in  this  country.  In 
the  private  sector  the  target  of  research  to  other  costs  is  in  the  range  of 
6-10  percent. 

Managing  funds  at  the  university  in  the  context  of  diminishing  support 
and  rising  costs  and  burdens  is  more  critical  with  each  passing  year.  The 
subject  of  "direct  versus  indirect  costs"  is  one  the  institutions  must  tackle, 
especially  as  the  principal  investigator  in  many  instances  doesn't  understand 
what  those  costs  are  for.  Dr.  Tosteson  pointed  out  that  a  large  part  is  for 
energy.  Harvard  Medical  School's  energy  budget  will  rise  $3  million  in  the 
next  fiscal  year,  and  that  can  only  be  recovered  largely  from  indirect  costs. 
Thus,  the  question  of  indirect  costs  must  be  met  squarely  in  the  attempt  to 
stabilize  the  research  environment. 

A  major  institutional  problem  in  the  management  of  funds  is  dealing  with 
the  government  auditors  on  expenditures.  The  Government's  requirements  for 
direct  and  indirect  costs  are  leading  more  and  more  to  the  universities  having 
to  pick  up  the  indirect  costs  of  faculty  salary  support.  Currently,  Harvard 
Medical  School  faces  $5  million  in  reimbursements  from  HEW  on  the  basis  of 
an  audit.  For  example,  a  new  0MB  Circular  A-21  will  require  that  any  unreim¬ 
bursed  faculty  costs  by  the  university  will  result  in  a  reduction  of  its 
indirect  cost  recovery  from  the  Government.  More  realistic  approaches  must 
be  taken.  NIH  and  its  Study  Sections  must  be  fully  aware  that,  given  these 
circumstance,  they  should  not  be  disapproving  the  salaries  of  principal 
investigators  on  grants.  Perhaps  one  could  try  the  approach  of  negotiation. 

The  Study  Section  might  assess  the  research  record  of  a  senior  investigator 
to  whom  the  university  has  a  long-standing  commitment  for  support,  and 
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funds  could  be  awarded  for  3  to  5  years  with  annual  review.  Salaries  could 
be  removed  from  the  direct  cost  of  grants,  and  there  would  be  no  need  then 
for  Study  Sections  to  review  salaries  as  part  of  the  application. 

Dr.  Tosteson  concluded  that  a  key  issue  to  be  addressed  is  the  treatment 
of  salaries— how  investigators  can  be  supported  without  enormous  review  and 
paperwork  to  account  for  their  time.  He  seconded  the  comments  made  on  this 
account  by  Drs.  Fordham  and  Fraenkel. 

Discussion  by  Participants 

Dr.  Wallace  Mann  consented  that  many  of  the  problems  of  the  medical 
schools  are  also  faced  by  the  dental  schools.  He  pointed  out  that  there 
are  approximately  60  dental  schools  in  the  country,  that  dental  services 
cost  $17  billion  in  1979  and  will  cost  approximately  $20  billion  in  1980. 

He  noted  that,  despite  the  magnitude  of  the  problem,  the  interest  in  the 
support  of  dental  research  in  the  past  has  not  been  as  great  as  that  for 
biomedical  research.  He  believed  that  the  dental  and  medical  schools  share 
common  problems  and  that  there  must  be  a  combined  effort  in  meeting  them. 

Dr.  Fredrickson  responded  that  he  is  very  sensitive  to  the  fact  that  the 
National  Institute  of  Dental  Research  is  virtually  the  sole  supporter  for 
dental  research  in  the  country,  whereas  other  major  health  problems  have 
multiple  sources  of  funding. 

Dr.  Fredrickson  also  commented  that  NIH  is  very  sensitive  to  regulations 
and  their  impact  upon  the  institutions.  He  cited  the  recombinant  DNA  guide¬ 
lines  as  an  example  of  how  NIH  has  tried  to  devise  safety  standards 
reflecting  the  most  current  scientific  knowledge.  He  mentioned  that  the 
Secretary  has  approved  revisions  in  the  NIH  Guidelines  permitting  more  work 
to  go  forward  with  monitoring  at  the  local  rather  than  national  level  for 
several  classes  of  experiments.  NIH,  he  said,  is  also  carefully  following 
regulations  proposed  by  other  agencies  to  determine  their  potential  impact 
upon  the  research  environment. 

Dr.  Fredrickson  also  said  that  NIH  will  be  considering  other  mechanisms 
for  institutional  support.  The  meeting  today  initiated  that  effort.  He 
cited  a  recent  report  of  the  Association  of  American  Universities  (in  response 
to  an  article  on  university  accountability-in  Business  Week)  as  concluding 
that  "nearly  all  scientific  research  in  a  single  university  department  is  a 
related  whole.  The  whole  is  broken  into  separate  parts  as  a  device  to  fit 
peer  review  evaluation  of  Federal  projects."  Dr.  Fredrickson  remarked  that 
this  is  an  ideal  not  yet  attained;  indeed,  science  cannot  be  a  completely 
planned  and  integrated  activity.  Scientific  research  is  compartmentalized 
and  the  peer  review  system  reflects  this,  but  perhaps  one  might  consider 
how  to  make  biomedical  research  into  a  broader  and  more  integrated  whole. 

Dr.  Tosteson  stated  that  the  message  being  given  today  by  the  university 
representatives  is  not  that  the  institutions  lack  zeal  or  ideas,  but  that 
Federal  investment  in  the  past  has  enhanced  medical  education  and  research, 
with  impressive  payoffs.  Now,  however,  there  are  a  number  of  troubling 
signs  that  the  system  is  in  need  of  repair  and  that  a  new  compact  is  called 
for  between  the  institutions  and  the  Government. 
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Mr.  Meyerson  pointed  out  that  declining  Federal  support  has  placed 
great  constraint  on  the  salaries  of  researchers.  Meanwhile  inflation  has 
continued  to  eat  away  at  the  income  base  much  more  for  those  in  higher 
education  than  in  other  professions,  such  as  law  or  medicine.  Indeed, 
universities  can  no  longer  recruit  researchers  from  several  European 
countries,  as  they  are  better  paid  there  and  have  better  opportunities— a 
reversal  from  the  preceding  decade.  Mr.  Meyerson  concluded  to  the  effect 
that  there  is  need  for  a  new  compact  between  the  nonprofit  research¬ 
intensive  institutions  and  the  Federal  research  agencies,  based  on  a  few 
principles  and  procedures  to  assure  a  new  social  contract  with  some  promise 
of  stability  and  growth.  He  hoped  that  NIH  would  take  the  lead  in  this 
for  the  Federal  Government. 

Topics  for  Future  Discussion 

After  lunch,  Mr.  Sanford  called  for  a  discussion  of  topics  for  possible 
future  meetings.  The  proposed  topics  include  the  following: 

t  Both  initial  and  continuing  support  for  institutionally 

oriented  major  research  facilities  (feasibility  of  regionali¬ 
zation), 

•  Funding  for  replacement  of  common  laboratory  instruments, 

•  Problems  related  to  the  determination  of  indirect  costs  and  their 
reimbursement, 

t  Regulation  of  research,  and 

•  Impact  of  the  new  Department  of  Education. 

Dr.  Fraenkel  suggested  that  an  additional  topic  may  be  the  personnel 
crisis  now  facing  the  universities  with  the  breakdown  in  education  for  the 
sciences.  More  attention  must  be  paid  to  undergraduate  education.  Perhaps 
there  is  a  need  to  look  at  the  whole  picture,  and  here  the  Department  of 
Education  might  be  helpful.  Dr.  Fredrickson  asked  whether  Dr.  Fraenkel  had 
in  mind  the  training  of  students  in  sciences.  Dr.  Fraenkel  said  that 
training  of  the  undergraduate  is  the  principal  concern,  as  for  example  the 
typical  pre-med.  Dr.  Fredrickson  responded  that  there  are  a  number  of  concerns 
here--that,  for  example,  students  with  high  scores  on  the  MCAT  have  been 
showing  a  low  interest  in  research  during  their  medical  training.  Dr.  Sullivan 
noted  that  another  topic  in  this  regard  would  be  the  training  and  supply  of 
medical  investigators. 

Dr.  Krevans  called  for  a  reexamination  by  the  Government  and  local 
institutions  of  the  general  topic  of  regulations.  He  urged  that  a  new 
compact  be  considered  that  would  give  more  responsibility  at  the  local  level 
than  at  the  Federal  (much  like  the  case  of  recombinant  DNA  research).  He 
suggested  that  the  third  topic  on  the  agenda  cited  above  might  be  changed 
to  "Problems  Related  to  the  Research  Funding  System." 
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IV.  CONCLUDING  COMMENTS 
Remarks  by  Mr.  Sanford 

Mr.  Sanford  then  briefly  surranarized  the  meeting.  ,He  thought  it  had 
been  extremely  useful  in  highlighting  a  number  of  the  issues  of  mutual 
concern  to  universities  and  the  Federal  Government,  and  he  said  we  must 
continue  this  examination.  Further,  the  Federal  Government  must  recognize 
that  it  is  the  institutions  that  have  kept  the  United  States  foremost  in 
research,  and  that  we  must  strive  to  maintain  that  leadership.  The  question 
of  how  to  maintain  the  institutions  on  which  the  Government  relies  will 
require  a  great  deal  more  consideration  and  thought.  We  need  to  educate 
the  Congress,  the  Government,  and  especially  the  OT^B  on  the  needs  of  the 
institutions,  and  on  the  importance  of  enhancing  the  research  environment  in 
order  to  keep  the  sense  of  venturesomeness  and  risk-taking  for  creative  ideas. 
The  institutions  depend  on  the  Federal  Government  and  must  especially  have 
NIH  support.  There  must  be  accountability,  but  with  some  sense  of  the 
problems  created  by  government  rules  and  regulations.  Finally,  he  observed 
that,  despite  all  the  problems,  there  is  a  prevalent  air  of  optimism,  for  the 
problems  can  be  attacked  jointly  to  keep  the  remarkable  research  system  going 
in  the  United  States. 

Remarks  by  Dr.  Fredrickson 

Dr.  Fredrickson  noted  that  the  purpose  of  the  meeting  was  to  improve 
our  understanding  of  the  problems  of  research-intensive  institutions  so 
that  they  and  NIH  can  most  usefully  cooperate  in  maintaining  an  optimal 
environment  for  biomedical  and  behavioral  research. 

In  a  period  of  level  Federal  budgets  and  high  inflation,  widespread 
concerns  are  being  generated  by  the  evident  difficulty  of  maintaining  and 
enhancing  present  research  capabilities.  As  part  of  its  response  to  these 
concerns,  NIH--a  complex  agency  whose  diverse  components  provide  multiple 
funding  to  many  organizations--has  given  special  attention  to  the  impact  of 
its  missions  and  monies,  not  only  upon  the  beneficiaries  of  new  scientific 
knowledge  but  also  upon  the  institutions  where  the  knowledge  is  generated. 
These  latter  effects  are  not  limited  to  the  well-known  enhancement  by  research 
of  the  quality  of  instruction  in  academic  institutions.  The  several  billions 
of  dollars  expended  by  NIH  in  universities  and  hospitals  each  year  determine 
much  about  the  services,  facilities,  and  amenities  they  can  offer. 

Dr.  Fredrickson  said  that  NIH  had  three  main  objectives  with  respect 
to  this  meeting: 

t  To  signal  to  the  research  community  that  it  is  trying  to 
understand  and  help  overcome  the  forces  threatening  to 
destabilize  research-intensi ve  institutions; 

t  To  clarify  and  pin  down  the  nature  of  the  key  problems  to 
be  addressed;  and 

•  To  develop,  or  at  least  experiment  with,  solutions  to 
those  problems. 
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Dr.  Fredrickson  said  that  over  the  past  5  years  he,  as  Director,  has 
been  considering  with  the  NIH  Institute  Directors  and  staff  the  problems  of 
characterizing  the  NIH  mission  in  a  way  that  would  be  understandable  to 
grantees  and  contractors,  to  the  Congress,  and  to  the  American  public.  As 
a  result  of  the  planning  session,  we  can  now  display  total  NIH  support  in 
four  main  categories  under  the  acronym  "SATT."  The  largest  of  these 
(75-80  percent  in  FY  1980)  promotes  fundamental  inquiry--ei ther  laboratory 
or  clinical  research--whose  outcome  is  not  immediately  but  may  become 
applicable  to  health  practice.  This  support  of  the  Science  Base  is  itself 
distributed  in  four  main  ways:  (1)  research  grants  for  investigator-initiated 
projects  (some  15,000  grants  totaling  about  $1.5  billion),  (2)  categorical 
centers  for  research  (another  $292  million),  (3)  NIH  intramural  research 
($342  million),  and  (4)  other  extramural  support  mechanisms,  including  but 
not  limited  to  general  clinical  research  centers,  biomedical  research  support 
grants,  and  special  instrumental  and  animal  resources  (for  a  total  of  about 
$541  million).  The  second  major  category  is  Applications,  including 
developmental  contracts,  clinical  trials,  testing  in  the  National  Toxicology 
Program,  and  other  similar  extensions  of  the  fundamental  to  the  practical 
($416  million).  The  third  is  Transfer  ("technology  assessment  and  transfer," 
totaling  $177  million)  which  goes  to  major  programs  of  the  National  Library 
of  Medicine,  to  demonstrations  and  control  experiments,  and  to  such  other 
activities  as  the  NIH  "consensus  development"  conferences.  The  fourth 
category  is  Training  ($187  million),  for  which  about  5  percent  of  all 
NIH  monies  are  allocated. 

Dr.  Fredrickson  stated  that  he  had  asked  Dr.  Carl  Douglass  of  the 
Division  of  Research  Grants  to  provide  a  profile  on  the  support  for  Duke 
University  from  NIH  and  other  Federal  agencies.  He  noted  that  of 
$41  million  awarded  to  Duke  last  year  by  the  Federal  Government,  $36  million 
came  from  NIH.  Of  that  amount,  60  percent  was  for  the  support  of  traditional 
research  grants  and  program  project  grants.  This  emphasis  on  investigator- 
initiated  awards  for  fundamental  science  is  consistent  with  the  policy  to 
stabilize  the  research  environment  at  the  institution. 

The  discussion  today  and  the  agenda  set  forth  by  the  AAMC  identify 
several  important  institutional  concerns.  Dr.  Fredrickson  mentioned 
the  following: 


•  With  respect  to  "research-intensive"  institutions,  the  degree 
of  usefulness  of  the  various  support  mechanisms  should  be 
reconsidered  from  both  program  and  institutional  perspectives. 
What  is  the  basis  for  institutional  antagonism  toward 
particular  mechanisms? 

t  For  this  reexamination,  what  is  the  relevance  to  research 
efficiency  of  the  predicted  downward  trends  in  enrollment 
and  faculty  renewal?  of  the  upward  movement  in  hours  required 
for  income-development  or  the  provision  of  medical  care  and 
teaching  services? 
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•  What  are  the  effects  of  changing  patent  policy?  of  consortia! 
arrangements  with  profit-makers  on  research  goals? 

•  What  are  the  influences  (such  as  the  house  staff  programs, 
board  requirements,  and  the  very  pace  of  science  itself)  that 
make  today's  high-MCAT  medical  students  low  in  research 
interests? 

•  Within  the  Federal  budget,  the  case  for  needed  additional 
support  for  health  research  will  have  to  be  urged  at  a  time 
when  other  research  areas  are  receiving  priority  attention  at 
Federal  policy  levels.  There  is  clear  interest  on  the  part 
of  the  Administration  in  improving  American  technology  in 
areas  other  than  health--energy  research,  defense,  and  the 
the  Nation's  scientific  and  technological  future. 

t  Within  health  research,  there  is  a  need  for  more  emphasis 

on  aggregate  planning  to  balance  the  existing  and  still-desirable 
categorical  approach  to  resource  allocation.  NIH  has  deepened 
its  examination  of  the  appropriate  kinds  of  collective  action 
by  its  Institutes  and  Divisions  to  support  their  corimon  needs. 

•  There  is  need  to  examine  the  claim  that  recent  NIH  policies 
are  "destroying  the  research  system"  by  excessive  paperwork, 
regulatory  pressures,  and  the  toughness  of  HEW  auditors.  Is 
there  any  truth  to  such  assertions,  and  if  so,  what  changes 
are  desirable? 

•  Another  long-standing  concern  to  be  dealt  with  is  how  best 

to  ensure  long-term  support  for  the  most  productive  scientists, 
including  those  of  Nobel  caliber.  Options  to  be  examined 
include  research  career  awards  and  research  grants  for  extended 
periods— say,  7  years. 

Dr.  Fredrickson  expressed  the  need  to  address  these  problems  over  the 
next  several  months  and  to  begin  discussions  with  the  participants  and  other 
agencies  within  the  Government.  Such  discussions,  he  said,  must  be  held  in 
a  public  forum  to  get  a  complete  and  full  airing  of  all  viewpoints.  There 
is  need  to  consider  issues  raised  on  indirect  vs.  direct  costs,  on  the 
accounting  practices  of  the  Government,  and  especially  time-and-effort 
reporting.  We  need  to  consider  mechanisms  for  flexible  funding  and  the  NIH 
support  through  the  Division  of  Research  Resources  and  other  channels. 

Perhaps  we  need  to  examine  the  role  of  industry,  both  as  performer  and 
source  of  funds.  And  in  the  absence  of  support  for  facilities  construction, 
we  may  need  to  consider  the  Medical  Research  Council  model  of  the  European 
countries,  where  the  federal  government  provides  laboratories  and  people 
at  the  institutions  in  a  long-term  commitment. 

Dr.  Fredrickson  concluded  by  commenting  that  the  meeting  was  extraor¬ 
dinarily  useful.  He  would  continue  to  work  with  the  AAMC  and  institutional 
representatives  at  this  meeting  to  stage  some  formal  review  through  his 


[51] 


16 


Advisory  Committee  to  the  Director,  the  public  advisory  group  that  has  been 
instrumental  in  examining  the  HEW  research  planning  and  all  of  the  health 
research  issues  (including  the  debate  on  the  recombinant  DNA  guidelines). 

Dr.  Fredrickson  thanked  Hr.  Sanford  and  the  others  for  allowing  him 
to  hear  their  views.  The  meeting  was  concluded  at  1:30  p.m. 


Respectfully  submitted 


Joseph  G.  Perpich,  M.D.,  J.D. 
Associate  Director  for 
Program  Planning  and  Evaluation 


National  Institutes  of  Health 
Bethesda,  Maryland  20205 
March  18,  1980 
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Foreword 


The  National  Commission  on  Research  is  a  private,  nonprofit  organization  established  to  examine  the  rela¬ 
tionships  between  government  agencies  and  universities  involved  in  research  and  to  develop  specific  recom¬ 
mendations  for  improvements.  The  Commission  was  foimded  in  the  latter  half  of  1978  by  the  American  Cotmcil 
on  Education,  the  American  Council  of  Learned  Societies,  the  Association  of  American  Universities,  the  National 
Academy  of  Sciences,  the  National  Association  of  State  Universities  and  Land-Grant  Colleges,  and  the  Social 
Science  Research  Council.  The  Commission  works  independently  of  its  founders  to  examine  the  process  by 
which  the  federal  government  supports  academic  research  and  to  propose  changes  designed  to  improve  that 
process. 

Funding  has  been  obtained  for  Commission  activities  to  pursue  this  task  from  the  following  organizations: 
Carnegie  Corporation  of  New  York,  Exxon  Education  Foundation,  Ford  Foundation,  The  William  and  Flora 
Hewlett  Foundation,  the  Andrew  W.  Mellon  Foundation,  and  the  National  Science  Foundation  (Grant  No.  PRM- 
7903778  and  CDP- 7926386).  Over  four-fifths  of  the  funding  was  made  available  by  the  five  private  agencies  and 
approximately  one-fifth  from  the  public  source.  Any  opinions,  findings,  conclusions,  and  recommendations 
expressed  in  this  publication  are  the  sole  responsibility  of  the  Commission  and  do  not  necessarily  reflect  the 
views  of  any  of  the  aforementioned  funding  sources  or  founders. 

This  publication  on  accountability  is  the  first  in  a  series  of  documents  to  be  developed  by  the  Commission  to 
analyze  the  process  of  government  funding  and  university  involvement  in  research  and  to  make  recommendations 
to  all  affected  parties  for  improvements  in  the  system.  Subcommittees  of  the  Commission  are  investigating  each 
of  the  following  issues: 

(1)  Accountability; 

(2)  Peer  review  and  other  selection  processes; 

(3)  Alternative  funding  mechanisms; 

(4)  Industry/university/govemment  relationships;  and 

(5)  Development  of  research  personnel. 

Position  papers  on  each  topic  will  be  published  by  the  Commission. 

The  members  of  the  Subcommittee  on  Accountability  are  Linda  S.  Wilson,  Chairman;  William  D.  Carey;  Donald 
N.  Langenberg;  Irwin  C.  Lieb;  Charles  A.  Mosher;  and  Raymond  L.  Orbach. 

In  addition  to  surveying  the  available  literature,  subcommittee  members  and  staff  meet  with  selected  officials 
from  business,  government,  and  the  universities.  At  monthly  meetings,  invited  speakers  present  their  views  on 
pertinent  aspects  of  the  listed  topics  or  on  the  broad  purview  of  the  Commission.  The  Commission  has  received 
testimony  on  four  university  campuses  from  faculty  members  and  administrators,  as  well  as  written  comments 
stemming  from  invitations  to  research  universities  and  from  an  open  letter  in  Science  magazine.  Liaison  with 
numerous  government  agencies  is  maintained  through  telephone  contacts,  correspondence,  and  attendance  at 
Commission  meetings.  Approximately  one  hundred  fifty  persons  have  given  advice  and  information  to  assist  the 
Commission  in  its  study  thus  far.  The  Commission  appreciates  the  efforts  of  all  the  participants  in  its  deliberations 
and  discussions.  A  description  of  these  considerations  and  a  partial  list  of  individuals  are  contained  in  the 
Appendix. 

The  members  of  the  Commission  are  listed  inside  the  front  cover.  These  individuals  have  backgrounds  in 
education,  business,  and  government.  They  have  accepted  appointments  to  serve  on  the  Commission  without 
compensation.  During  Commission  deliberations,  they  reflect  their  own  experience  and  not  necessarily  the 
viewpoints  of  their  institutions  or  organizations. 

Liaison  persons  have  been  designated  to  the  Commission  by  the  following  government  agencies:  Alcohol, 
Drug  Abuse,  and  Mental  Health  Administration  (ADAMHA);  Department  of  Defense  (DOD);  Department  of 
Energy  (DOE);  Department  of  Health,  Education,  and  Welfare  (DHEW);  General  Accounting  Office  (GAO); 
National  Aeronautics  and  Space  Administration  (NASA);  National  Institutes  of  Health  (NIH);  National  Science 
Foundation  (NSF);  Office  of  Management  and  Budget  (OMB);  and  Office  of  Science  and  Technology  Policy 
(OSTP). 

In  its  series  of  publications,  the  Commission  will  review  the  key  elements  of  the  present  state  of  federally 
supported  university  research,  affirm  what  it  believes  to  be  good  in  this  system,  analyze  problem  areas,  and 
provide  suggestions  for  actions  to  alleviate  these  problems.  The  Commission  recognizes  that  much  diversity 
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exists  in  the  complex  relationships  among  principal  investigators,  research  administrators  and  others  in  the 
universit)^  community,  and  program  officers,  auditors,  administrators,  and  other  government  personnel.  There 
is  a  wide  range  of  beneficiaries,  including  industry,  students,  and  the  general  public.  The  goals  of  the  participating 
government  organizations  and  educational  institutions  and  of  the  concerned  individuals  involved  in  federally 
supported  research  are  diverse  and  sometimes  overlapping  but  not  identical.  Therefore,  the  Commission  does 
not  anticipate  the  ability  to  establish  consensus  on  all  of  the  issues.  The  Commission  does  seek  to  make  a 
contribution  to  improved  research  in  our  nation  by  improving  a  system  which  produces  a  major  portion  of  that 
research. 


vi 


[58] 


NATIONAL  COMMISSION  ON  RESEARCH 
Accountability:  Restoring  the  Quality  of  the  Partnership 


Executive  Summary 

For  the  better  part  of  a  half  century,  the  Federal  government  and  the  research  universities  of  the  nation  have 
been  associated  closely  in  the  support  and  performance  of  research.  Recently,  this  relationship  has  become 
strained.  The  partners  have  developed  different  views  on  the  objectives  of  their  association  and  the  conditions 
of  their  collaboration. 


The  Commission 

The  National  Commission  on  Research  was  formed  in  late  1978  as  an  independent  body.  It  was  sponsored  by 
interested  organizations  and  supported  principallv  by  private  foundations.  The  Commission  was  charged  to 
studv  the  relationship  between  the  government  and  the  research  universities,  to  determine  the  nature  and  origins 
of  the  problems  afflicting  the  relationship,  and  to  recommend  ways  to  solve  these  problems.  Additional  infor¬ 
mation  on  the  origins  and  purposes  of  the  Commission  is  contained  in  the  Foreword  (p.  ix). 

Accountability 

Many  of  the  issues  in  dispute  between  the  government  and  the  research  universities  relate  to  increasing 
pressures  for  greater  accountability  for  public  resources.  In  this  document,  the  Commission  presents  its  view  of 
the  issues,  states  its  conclusions,  and  suggests  its  recommendations  concerning  accountability  in  university 
research  supported  by  the  Federal  government. 

The  Introduction  (p.  1)  asserts  that  this  research  is  conducted  in  the  public  interest.  It  presents  the  viewpoint 
of  the  government  and  the  universities  on  the  accountability  problems  and  issues.  The  section  on  purpose  and 
scope  (p.  5)  provides  definitions  of  accountability.  Two  principal  types  are  discussed:  scientific  accountability, 
and  financial  and  administrative  accountability.  The  mechanisms  currently  used  to  attain  these  types  are  de¬ 
scribed.  The  nature  and  evidence  section  (p.  7)  restates  the  accountability  problems.  The  disagreement  is 
expressed  by  opposing  contentions.  On  the  one  hand,  university  research  administrative  practices  are  inadequate; 
on  the  other  hand,  government  procedures  do  not  fit  university  research.  The  nature  of  the  problems  is  discussed 
in  detail.  This  section  concludes  with  a  summary  of  the  evidence  gathered  by  the  Commission. 


Conclusions 

The  Commission  derived  several  general  conclusions  from  its  study  (p.  15). 

First,  there  is  no  issue  between  the  research  universities  and  the  government  about  the  need  for  accountability  for 
public  resources  expended  in  support  of  research.  The  issue  is  how  that  accountability  is  to  be  rendered. 

Second,  differences  between  the  government  and  the  universities  civer  this  issue  have  caused  a  deterioration  of  their 
relationship. 

Third,  the  quality  of  the  relationship  must  be  restored  on  the  basis  of  mutually  understood  and  agreed  upon  principles 
and  objectives. 

Fourth,  the  universities  must  regulate  themselves  more  effectively,  and  the  government  must  reduce  the  detail  and 
volume  of  its  requirements  so  that  the  benefits  exceed  the  costs  of  compliance. 

Fifth,  the  universities  and  the  government  should  seek  agreement  on  a  revised  body  of  regulations.  These  revisions 
should  produce  a  necessary  and  sufficient  set  of  regulations  which  meet  two  standards:  fully  acceptable  accountability 
and  preservation  of  the  research  environment. 

Finally,  the  management  tools  currently  available  to  address  these  accountability  problems  are  inadequate.  New  and 
alternative  approaches  are  needed.  Experiments  to  discover  the  best  tools  should  be  expanded  and  supported. 
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Principles  and  Objectives 

The  Commission  states  two  sets  of  fundamental  principles  which  it  believes  guide  the  actions  of  the  government 
and  the  universities.  Major  improvements  in  their  relationship  are  only  possible  if  each  recognizes  and  under¬ 
stands  the  principles  of  the  other.  Within  the  framework  of  these  principles,  a  set  of  mutual  objectives  for  the 
government- universities  research  relationship  then  are  defined.  The  recommendations  of  the  Commission  are 
based  on  these  principles  and  objectives. 

Recommendations 

An  explanation  of  each  recommendation  is  contained  in  the  full  report  (p.  19).  The  recommendations  focus  on 
three  areas.  Recommendation  1  provides  for  better  understanding  of  the  system  by  all  the  participants.  Recom¬ 
mendations  2  through  6  deal  with  tailoring  the  accountability  requirements  to  the  nature  of  the  research  activity. 
Recommendations  7  through  11  provide  means  to  increase  flexibility  and  maintain  accountability. 

The  Accountability  recommendations  of  the  National  Commission  on  Research  are: 

1.  The  Commission  recommends  that  research  universities  and  the  government  make  vigorous,  concerted  efforts  to 
overcome  the  mutual  suspicions,  ignorance,  and  misunderstandings  which  strain  their  relationship  and  weaken 
the  nation's  research  enterprise. 

2a. The  Commission  recommends  that  research  universities  and  the  government  develop  a  new  system  for  account¬ 
ability  tailored  to  the  nature  of  the  activity  being  sponsored  and  based  on  a  set  of  minimum  core  requirements 
applicable  to  all  research  agreements.  The  core  requirements  would  be  sufficient  for  all  basic  research  and  for  some 
applied  research;  further  requirements  would  be  added  only  for  activities  of  a  pronounced  procurement  character. 

2b.  The  Commission  recommends  that  the  Office  of  Management  and  Budget,  in  consultation  with  the  federal  agencies 
which  sponsor  research  and  the  universities,  revise  the  federal  cost  principles  (Circular  A-21)  and  the  federal 
management  principles  (Circular  A-110)  as  soon  as  possible,  but  certainly  within  three  to  five  years.  The  revision 
should  assure  that  these  guidelines  for  financial  and  administrative  accountability  (1)  incorporate  features  which 
not  only  control  against  abuse  but  also  facilitate  and  encourage  effective  management,  (2)  are  fully  consistent  with 
the  nature  of  the  research  process,  (3)  accommodate  better  to  the  academic  environment  in  which  they  must 
operate,  and  (4)  are  based  on  better  mutual  understanding  of  the  purposes  of  the  government-university  research 
relationship. 

3a .  The  Commission  recommends,  as  a  minimum,  that  the  Office  of  Management  and  Budget  institute  new  procedures 
to  allow  an  opportunity  for  research  funding  agencies  to  comment  on  draft  audit  findings  covering  their  university 
projects.  This  arrangement  would  be  roughly  parallel  with  current  practices  involving  draft  GAO  management 
audit  reports,  and  would  provide  relevant  information  for  the  audit  agency. 

3b.  In  addition  to  the  above  review,  the  Commission  recommends,  as  an  optimum,  that  agency  program  officers 
supplement  their  review  of  final  scientific  reports  with  advisory  observations  concerning  the  reasonableness,  from 
a  research  standpoint,  of  the  expenditures  for  personnel.  The  records  of  sponsoring  agencies  subsequently  would 
be  useful  for  the  independent  financial  audits.  This  would  link  the  technical  review  and  the  financial  audit,  an 
important  linkage  now  missing. 

4.  The  Commission  recommends  a  simpler  and  less  costly  method  of  effort  reporting  based  on  responsible  self¬ 
regulation:  the  explicit  certification  by  individual  investigators  that  direct  salary  charges  to  their  research  agreements 
are  reasonable  and  fair,  coupled  with  the  federal  program  officer's  review  of  the  reasonableness  of  these  expen¬ 
ditures  for  the  work  undertaken. 

5.  The  Commission  recommends  that  government  agencies  and  universities  construct  an  option,  analogous  to  the 
"standard  deduction"  in  income  tax  calculation,  to  charge  activity  which  is  treated  as  indirect  costs  under  sponsored 
agreements.  The  fixed  percentage  would  be  negotiated.  It  might  either  be  uniform  or  vary  from  institution  to 
institution.  Some  universities  would  not  receive  full  credit  for  their  allowable  indirect  costs.  However,  accountability 
would  be  fully  served  and  both  government  and  universities  would  reduce  the  burden  of  detailed  accounting  and 
audit. 

6.  The  Commission  recommends  that  university  presidents  review  their  financial  management  systems.  Universities 
should  invest  sufficient  resources  to  ensure  adequate  control  and  accounting  for  the  expenditure  of  research  funds. 
These  systems  must  provide  timely  and  accurate  financial  information  necessary  for  effective  research  management 
by  research  investigators.  In  turn,  research  investigators  must  meet  the  responsibilities  and  obligations  which 
accompany  their  use  of  public  funds. 


V  i  i  i 
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7.  The  Commission  recommends  that  the  government  and  universities  develop  revised  financial  and  scientific  ac¬ 
countability  processes  which  increase  the  flexibility  and  incentives  for  investigators  to  manage  research  funds  in 
a  scientifically  prudent  manner. 

8.  The  Commission  recommends  that  agencies  delegate  to  the  universities  more  authority  to  make  budgeting  and 
management  decisions  under  sponsored  agreements. 

9.  The  Commission  recommends  that  Congress  authorize  and  agencies  develop  arrangements  for  aggregating  indi¬ 
vidual  research  projects  for  administrative  purposes. 

10.  The  Commission  recommends  that  government  agencies  improve  the  management  of  research  funds  by  eliminating 
unnecessary  constraints  on  the  timing  of  expenditures.  Specifically,  the  Commission  recommends  institutional 
authorization  for  pre-award  expenditures  up  to  90  days  prior  to  the  effective  date  of  awards  and  for  carry-over  of 
surpluses  or  deficits  to  the  following  contractual  period,  at  least  up  to  a  specified  percentage  of  the  total  award  for 
that  jjeriod.  This  involves  no  risk  or  commitment  by  the  sponsoring  agency. 

11.  The  Commission  recommends  that  Congress,  the  agencies,  and  the  universities  assure  that  the  processes  of 
accountability  themselves  meet  the  tests  of  accountability.  The  processes  should  yield  results  which  justify  their 
cost.  One  important  application  of  this  principle  would  be  the  elimination  of  the  documentation  now  required  by 
legislated  cost-sharing  on  research  grants. 


A  Forum 

In  addition  to  the  recommendations  related  to  accountability,  the  Commission  hopes  to  initiate  an  evolution 
toward  improvement  (p.  27).  It  offers  a  preliminary  suggestion  of  means  for  continuing  improvement  of  the 
government-university  research  relationship: 

The  Commission  suggests  the  establishment  of  a  new  and  independent  Forum,  as  an  experiment  for  five  years.  The 
Forum  should  provide  a  non-adversarial  setting  for  persons  from  the  public.  Congress,  universities,  and  federal  agencies 
to  watch  over  the  government-university  relationship  and  guide  its  evolution. 

This  suggestion  is  offered  to  stimulate  ideas  and  discussion. 
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Introduction 


Research  in  the  Public  Interest 

Research  is  performed  by  universities  and  supported  by  the  Federal  government  because  it  is  in  the  public 
interest  to  do  so.  The  national  research  enterprise  reflects  a  confluence  of  the  purposes  of  the  government  and 
the  research  universities. 

The  purposes  of  the  government  and  the  universities  overlap  in  the  research  enterprise,  but  the  purposes  of 
the  tv/o  sides  are  not  identical;  the  government  and  the  universities  each  have  other  purposes  which  enhance  the 
public  interest.  The  government  exists  to  assure  public  security  and  well-being.  It  pursues  public  policies 
principally  through  taxation,  spending,  and  regulation.  The  universities  exist  to  discover  new  knowledge  and  to 
preserve  and  disseminate  knowledge  thuough  a  triad  of  teaching,  research,  and  service.  These  purposes  also 
advance  the  public  interest. 

Research  universities  and  the  government  share  some  important  characteristics.  Both  are  highly  complex, 
evolving,  and  diverse  institutions  with  limited  resources  and  with  some  of  their  own  goals  in  conflict.  Both  have 
limits  to  their  success  in  achieving  their  purposes.  Both  have  individuals  in  positions  of  leadership  and  respon¬ 
sibility  who  hold  a  wide  variety  of  views  on  the  proper  relationship  between  the  government  and  the  universities. 
Both  induce  and  respond  to  changing  social  expectations.  These  characteristics  are  typically  American,  sometimes 
immutable,  and  often  more  desirable  than  potential  alternatives.  Despite  these  similarities,  there  are  deeply 
rooted  institutional  differences.  These  differences  have  been  the  major  contributors  to  the  disturbing  deterioration 
of  the  government- university  research  relationship.  Each  partner  in  this  research  relationship  is  having  difficulties 
with  the  actions  and  policies  of  the  other.  Attainment  of  the  public  interest  in  the  conduct  of  research  by 
universities  with  federal  funds  is  deteriorating.  The  situation  cannot  be  allowed  to  drift  from  bad  to  worse.  The 
aim  of  the  National  Commission  on  Research  is  to  propose  actions  and  policies  to  reduce  the  difficulties  which 
are  damaging  the  research  process. 


The  General  Problem 

A  central  issue  in  the  government-university  research  relationship  is  accountability.  Observers  express  the 
problem  in  widely  varied  terms.  The  following  statements  attempt  to  capture  the  main  themes  of  the  perspectives 
of  the  public,  the  government,  and  the  research  universities. 

The  problem  for  the  public  is  to  ensure  that  the  best  research  is  produced  and  that  public  funds  are  not  wasted 
or  abused.  The  problem  for  the  government  is  to  attain  fully  its  program  purposes  and  to  fulfill  its  stewardship 
responsibilities.  The  problem  for  the  universities  is  to  conduct  research  well,  to  aVoid  diversion  of  resources  to 
meet  unnecessary  administrative  requirements,  and  to  protect  the  integrity  of  their  operations.  Both  the  univer¬ 
sities  and  the  government  seek  to  maintain  public  confidence,  because  support  for  their  activities  depends  on  it. 


Specific  Issues  for  the  Government 

Stewardship 

Government  officials  have  repeatedly  stated  that  federal  auditors  are  unable  to  review,  to  their  standards  and 
in  a  manner  satisfactory  to  them,  some  university  records  for  federal  awards.  They  criticize  both  the  accounting 
practices  of  universities  and  the  management  of  federally  supported  research  by  university  administrators  and 
principal  investigators.  Many  government  leaders  believe  that  in  order  to  carry  out  their  own  stewardship 
responsibilities  they  must  alter  current  university  management  and  accounting  practice. 

Intervention 

Critics  have  accused  the  Federal  government  of  intruding  excessively  into  university  management  and  in  some 
cases  undermining  their  freedom  and  their  capacity  for  effective  pursuit  of  new  knowledge.  Opponents  of  this 
view  state  that  the  government  actions  being  criticized  are  necessary  for  proper  federal  stewardship. 
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Resource  Allocation 

The  government  annually  allocates  public  funds  in  the  budget  process  to  many  competing  uses.  When  a  class 
of  uses  such  as  university  research  is  criticized  as  lacking  in  accountability,  it  may  suffer  in  this  resource  allocation. 
This  is  particularly  true  when  general  economic  conditions  extraneous  to  the  program  purpose  create  pressures 
for  restrained  spending.  Research  programs  are  always  discretionary,  and  thus  bear  a  disporportionate  share  of 
this  pressure.  In  order  to  stretch  funds  further,  everyone  seeks  to  avoid  fraud,  abuse,  and  waste.  The  lack  of 
expanding  resources  creates  problems  for  the  research  advocates  in  the  government,  while  it  gives  additional 
influence  to  opponents  of  expanded  government  support  of  research. 


Diversion 

Administrative  practices  under  federal  programs  have  been  criticized  on  the  basis  that  universities  divert  funds 
from  targeted  federal  program  purposes  to  support  more  general  research  or  other  university  activities.  While 
opinions  in  the  Congress  and  the  Executive  Branch  vary,  the  present  dominant  policy  thrust  is  to  emphasize 
specific  program  purpose  (e.g.,  application  of  new  energy  technology  or  a  new  treatment  of  a  disease)  over  more 
general  purpose  (e.g.,  basic  physical  characteristics  of  non-fossil  fuels  or  molecular  biology).  This  can  create  an 
inherent  government  bias  against  basic  research  and  against  programs  of  general  support  for  universities.  Some 
government  leaders  recognize  the  high  value  of  public  investment  in  both  basic  research  and  the  general  well¬ 
being  of  the  university  research  community.  This  group  includes  President  Carter  and  President  Ford.  With  some 
success,  these  leaders  fight  an  uphill  battle  for  greater  federal  support  for  research. 

Debate  over  general  support  versus  specific  application  is  likely  to  remain  a  permanent  feature  of  the  govern¬ 
ment-university  research  relationship.  It  results  in  some  situations  where  federal  support  is  offered  on  terms  not 
fully  acceptable  to  the  universities.  As  in  any  negotiation,  both  parties  seek  to  maintain  their  fundamental 
objectives.  That  is,  the  government  seeks  strict  interpretation  of  the  program  purpose  and  its  administrative 
rules,  while  the  universities  seek  broad  interpretation  of  the  program  purpose  and  flexible  application  of  admin¬ 
istrative  rules.  This  fundamental  incongruity  of  expectation  creates  problems  for  both  sides  and  is  compounded 
by  the  fact  that  expectations  also  vary  within  the  government  and  within  the  universities.  A  broad  interpretation 
of  program  purpose  which  may  seem  legitimate  to  some  is  called  fraud  or  abuse  or  an  audit  exception  by  others. 
A  narrow  interpretation  may  seem  to  contradict  the  underlying  basis  for  agreement,  i.e.,  support  of  research. 
The  government  problem  is  to  administer  programs  in  light  of  these  differences  of  view. 


Public  Confidence 

This  issue  affects  both  the  universities  and  the  government.  When  the  general  public  receives  reports  of  alleged 
wrongdoing,  support  for  university  research  activity  is  diminished.  This  diminution  is  manifest  both  specifically 
in  calls  for  reduced  spending  in  research  programs  and  generally  in  an  anti-government  attitude  which  makes 
government  objectives  more  difficult  to  attain. 


Specific  Issues  for  the  Universities 

Criticism  for  Poor  Management 

In  recent  years  government  auditors  have  repeatedly  criticized  the  ways  universities  operate  and  account  for 
federal  research  support.  Practices  once  accepted  are  now  rejected  as  inadequate.  University  officials  and  principal 
investigators  are  called  bad  managers  or  worse.  Given  the  subjective  judgment  and  long  time  horizon  necessary 
to  evaluate  the  outcome  of  research,  evaluation  often  focuses  on  the  easily  quantifiable  elements  of  the  process, 
principally  time  and  money.  On  the  other  hand,  university  researchers  believe  that  they  are  correct  to  give  strong 
emphasis  to  the  outcome  of  research,  albeit  difficult  to  measure.  They  tend  to  evaluate  their  own  performance 
as  managers  on  the  outcome.  They  are  concerned  when  external  reviewers  seem  to  focus  only  on  the  so-called 
input  and  the  processes  and  then  conclude  that  the  universities  are  poorly  managed.  They  find  some  of  the 
costing  and  management  standards  provided  by  the  government  to  be  distorting,  disruptive,  and  unfocused. 
They  are  understandably  reluctant  to  abandon  their  own  practices  in  favor  of  other  methods  which  do  not  have 
the  same  objectives. 
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Reduction  of  Research 

Economic  pressures  cited  above  under  Resource  Allocation  in  combination  with  declining  enrollment  forecasts 
place  university  research  in  a  difficult  financial  squeeze.  This  situation  is  further  tightened  by  the  increasing 
diversion  of  federal  support  and  university  resources  to  administrative  tasks  associated  with  accountability.  A 
new  payroll  or  accounting  system  consumes  funds  which  otherwise  could  be  used  directly  in  the  laboratory. 
Although  the  trend  may  now  be  reversing,  the  annual  level  of  federal  support  for  basic  research  has  declined  in 
real  dollar  terms  for  almost  ten  years.  U.S.  scientists  are  particularly  concerned  about  increased  investment  and 
success  of  other  nations  in  science.  The  period  of  American  dominance  in  most  of  these  high-technology  fields 
is  at  an  end.  The  liberal  arts  and  humanities  are  experiencing  a  very  difficult  period  of  diminished  resources  and 
weaker  employment  prospects  for  graduates  and  faculty  alike.  Because  research  functions  in  the  university 
environment  like  capital  investment  functions  in  an  industrial  setting,  some  alarmed  university  leaders  foresee 
a  generation  of  problems  resulting  from  present  levels  of  research  spending. 

While  some  of  this  could  be  altered  by  raising  federal  spending,  a  significant  portion  of  the  downward  pressure 
on  resources  is  due  to  increased  administrative  requirements.  Principal  investigators  are  drawn  away  from 
research  into  complex  and  time  consuming  managerial  activities  which  they  view  as  irrelevant  to  conducting 
sound  research.  Criticism  of  effectiveness  of  the  administration  of  research  tends  to  depress  budgets  for  research. 
Attempts  to  improve  administration  divert  funds  and  effort  from  direct  research.  This  cycle  feeds  on  itself. 


Reduced  Flexibility 

Universities  carry  out  teaching,  research,  and  service  as  an  integrated  whole,  not  as  separate  functions.  This 
underlies  the  university  perspective  on  the  government  issue  discussed  above  under  Diversion .  In  the  United 
States  there  is  a  strong  current  belief  as  well  as  long  tradition  that  each  function  is  done  best  through  the 
integrated  approach  and  that  separation  would  diminish  each  and  seriously  damage  the  institution.  Federal 
programs  are  usually  designed  to  support  only  one  of  these  functions,  although  the  value  of  byproducts  and  the 
long-term  investment  requirements  involved  are  often  recognized.  Federal  officials  striving  to  obtain  the  most 
and  the  best  research  with  limited  funds  available  want  to  avoid  unintended  support  of  anything  else.  Universities 
do  not  accept  the  auditors'  view  that  any  multi-product  process  can  have  an  exact  cost  properly  allocated  to  each 
of  the  products.  Accuracy  is  considered  elusive  and  prohibitively  expensive.  Many  researchers  believe  that  the 
flexibility  vital  to  their  creative  role  is  reduced  by  government  requirements  for  highly  structured  planning  and 
accounting.  They  do  not  believe  their  loss  of  flexibility  is  justified  by  the  value  of  the  level  of  accuracy  required. 
Such  levels  are  seen  by  many  university  investigators  and  administrators  as  excessive,  distorting,  and  purpose¬ 
less. 

The  character  of  the  project  grant  system  of  distributing  government  research  support  will  be  discussed  at 
length  in  subsequent  publications  of  the  Commission.  One  principal  characteristic  of  this  system  is  that  investi¬ 
gators  often  must  package  multiple  sources  of  funds  to  support  a  coherent  research  program.  Each  source  has  its 
own  rules  and  purposes.  The  investigator  may  grasp  the  distinctions  among  them,  but  his  main  focus  is  on  the 
research  itself.  Some  of  these  distinctions  may  seem  arbitrary  and  unnecessary  to  the  investigator. 

The  requirement  to  account  separately  for  each  award  creates  an  artificial  separation.  Such  segregation  leads 
to  cost  transfers  between  projects.  Cost  transfers  cause  difficulties  with  audits.  Making  distinctions  between 
research  and  teaching  causes  disagreements  between  universities  and  auditors  over  time  and  effort  reporting. 
General  requirements  for  advance  planning  of  highly  speculative  research  events  and  adherence  of  record 
keeping  systems  to  an  external  and  sometimes  poorly  suited  accounting  standard  cause  serious  loss  of  flexibility 
for  university  researchers.  Many  observers  believe  that  this  represents  a  sizeable  and  unwise  diversion  of  dollar 
resources  and  an  erosive  effect  on  the  creativity  vital  to  the  research  process. 


Public  Confidence 

As  stated  above,  both  the  government  and  the  universities  are  affected  if  they  lose  public  confidence.  The 
problems  for  the  university  community  are  several.  State  institutions  can  lose  state  funds.  Both  state  and  private 
universities  can  lose  private  sources  of  funds.  The  quality  and  performance  of  the  faculty  and  the  students  can 
be  eroded.  To  flourish,  university  research  needs  the  support  and  confidence  of  the  public.  These  problems  can 
diminish  that  support  and  thus  weaken  the  research  process. 
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Improvement  of  the  Relationship 

In  October  1978,  an  independent  National  Commission  on  Research  was  created  to  study  the  government- 
university  research  relationship  and  to  recommend  ways  to  improve  it.  In  its  study  on  accountability,  the 
Commission  obtained  the  views  of  a  wide  range  of  government  and  university  officials  and  reviewed  many 
documents  and  studies.  The  gathering  of  new  data  or  replication  of  previous  investigation  was  beyond  the 
Commission's  resources.  Instead  the  Commission  used  wide  consultations  and  available  materials  to  develop  its 
views  on  accountability  and  to  formulate  principles  and  objectives  which  might  serve  as  a  framework  for  their 
resolution.  Early  in  the  study  the  Commission  became  convinced — and  that  conviction  was  reinforced  through¬ 
out — that  there  is  no  issue  between  the  universities  and  the  government  about  the  need  for  accountability .  The  issue  is  how 
accountability  is  to  be  rendered. 

This  report  describes  the  purpose  and  scope  of  accountability,  the  mechanisms  now  used  to  provide  it,  the 
problems  that  have  arisen  concerning  it,  and  the  conclusions  the  Commission  has  drawn  from  its  study.  It  states 
the  fundamental  principles  deemed  essential  by  the  parties  in  the  government-university  relationship  and  sets 
forth  objectives  for  the  relationship  which  are  consistent  with  these  principles.  Finally,  the  report  presents 
recommendations  of  the  Commission  for  ameliorating  the  problems  in  accountability. 

Since  the  government's  major  funding  for  research  is  for  work  in  the  physical  and  life  sciences,  the  report 
refers  often  to  "scientists."  The  issues  described,  however,  are  equally  troubling  to  humanists,  engineers,  and 
social  scientists. 
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Purpose  and  Scope  of  Accountability 


Accountability  means  being  responsible  and  assuring  that  actions  are  taken  and  resources  are  managed  with 
proper  regard  for  the  rights  of  others.  Accountability  can  be  achieved  through  systems  of  checks  and  balances, 
through  independent  reviews,  and  through  structuring  relationships  so  that  consequences  depend  on  certain 
norms  of  behavior.  ^ 

In  academic  research,  scientists  and  scholars  are  accountable  not  only  to  the  governing  bodies  of  their  insti¬ 
tutions,  but  also  to  their  profession,  which  demands  disclosure,  proof,  replication,  and  rigorous  intellectual 
honesty.  When  public  funds  are  involved  in  the  support  of  research  there  is  a  further  accountability  required,  not 
only  on  the  part  of  those  conducting  the  research,  but  also  on  the  part  of  those  responsible  for  the  allocation  of 
funds.  Executive  Branch  officials  must  be  able  to  justify  to  the  Congress  and  to  the  general  public  the  choice  of 
research  to  be  supported,  the  selection  of  the  research  performers,  the  quality  of  the  research  performed,  and  the 
propriety  of  the  expenditures  involved. 

There  are  various  forms  of  accountability:  iorfinundal  and  administrative  accountability  the  focus  is  on  evidence 
of  financial  propriety  and  regularity  and  compliance  with  adrhinistrative  requirements;  for  scientific  (or  program¬ 
matic)  accountability*  the  issue  is  achievement  of  results  or  progress  toward  proposed  scientific  objectives;  for 
social  accountability  the  issue  is  the  extent  to  which  specific  social  goals  have  been  fulfilled  in  the  performance  of 
research. 

The  Commission  worked  principally  on  scientific  accountability  and  financicil  and  administrative  accountability. 

There  are  also  different  modes  of  accountability:  inperformance  accountability  the  emphasis  is  on  outcome;  for 
process  accountability  the  focus  is  on  the  procedures  or  methods  used.  Process  accountability  serves  as  a  surrogate 
for  performance  accountability  when  outcome  or  progress  is  difficult  to  evaluate.  Overall  accountability  is  a 
mixture  of  these  various  aspects.  When  well  designed,  the  system  of  accountability  involves  an  appropriate 
balance  between  independence  and  control,  between  incentives  and  constraints,  and  between  the  costs  and 
benefits  of  the  various  procedures  and  requirements  used. 

Mechanisms  of  Accountability 

Scientific  Accountability 

Several  mechanisms  are  used  to  provide  accountability  for  research  in  universities.  Researchers  are  accountable 
to  themselves,  to  their  peers,  and  to  their  universities.  They  also  provide  accounts  of  their  work  in  their 
publications.  The  ethics  of  science  is  based  on  settled  principles  of  disclosure,  proof,  and  replication.  Science, 
like  other  areas  of  scholarship,  demands  integrity.  Deviation  from  these  norms  carries  a  heavy  professional 
penalty.  The  peers  of  scientists  and  other  scholars  judge  the  soundness  and  value  of  their  research  results.  Peers 
play  a  major  role  in  deciding  what  science  will  be  supported  and  thereby  influence  what  kind  of  science  will  be 
done.  They  also  participate  in  the  selection  of  the  research  to  be  published  in  scholarly  journals.  The  quantity 
and  quality  of  research  published  by  the  faculty  in  research  universities  is  a  major  factor  in  their  recruitment, 
promotion,  tenure,  and  continuing  performance  evaluation.  These  forms  of  peer  and  institutional  accountability 
occur  whether  or  not  the  research  is  supported  by  the  government. 

Researchers  also  render  an  accounting  on  the  substance  of  their  sponsored  research  to  their  sponsoring  agencies 
by  way  of  technical  reports.  Such  reports  may  be  incorporated  in  proposals  for  future  support  or  may  be  provided 
separately.  Proposals  found  wanting  in  the  report  of  research  accomplished  with  previous  support  fail  in  the 
competition  for  additional  funding.  In  some  areas  the  competition  for  support  is  so  strong  that  many  proposals 
of  very  high  quality  cannot  be  funded.  For  these  areas  the  review  of  scientific  accountability  is  especially  severe. 
The  nature  of  the  technical  report  required  and  the  care  with  which  such  reports  are  reviewed  vary  by  sponsoring 
agency  and  also  by  type  of  research  involved. 

Scientists  are  also  accountable,  in  general,  to  society  at  large.  In  some  specific  areas,  scientists'  accountability 
to  the  public  takes  place  through  public  participation  in  review  of  research  to  be  undertaken,  as  in  lay  membership 
on  committees  responsible  for  review  of  the  use  of  human  subjects  and  lay  membership  in  governmental  advisory 
councils. 


*Since  most  of  the  work  sponsored  by  federal  agencies  at  universities  is  in  fields  of  science,  the  term  "scientific  accountability" 
will  be  used  instead  of  "programmatic  accountability." 
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Financial  and  Administrative  Accountability 

The  goal  of  financial  and  administrative  accountability  is  the  assurance  that  funds  are  spent  in  accordance  with 
the  terms  of  the  research  agreement,  without  diversion,  waste,  or  fraud.  Some  issues  are:  the  bearing  of  the 
expenditures  to  the  purpose  of  the  award,  management  effectiveness,  economy  and  efficiency,  including  the 
stewardship  of  resources,  and  the  integrity  of  financial  operations.  Additional  expectations  are  for  fair  and  ethical 
practices,  proper  locus  of  control,  compliance  with  applicable  laws  and  regulations,  prudent  scientific  manage¬ 
ment,  and  a  reasonable  and  equitable  apportionment  of  costs  in  joint  activities. 

Financial  and  administrative  accountability  is  implemented  through  the  expectations  and  requirements  of  the 
sponsor,  incentives  and  information,  checks  and  balances  in  the  operating  systems  of  both  parties  to  a  research 
agreement,  and  subsequent  reviews  of  expenditures  and  operations.  The  expectations  and  requirements  of  the 
sponsor  are  set  out  in  several  ways.  The  parties  have  a  general  understanding  of  the  scope  and  purpose  of  their 
association,  and  of  the  general  rules  which  apply  to  all  agreements  of  the  kind  that  they  have  made.  In  the 
government-university  partnership,  these  include  the  cost  principles  (OMB  Circular  A-21),  the  management 
standards  (OMB  Circular  A-110),  and,  for  contracts,  the  standard  procurement  regulations.  Specific  rules  apply 
on  an  agency  by  agency  basis  as  defined  in  the  agency  grants  administration  manual.  Each  agreement  also  may 
include  specifically  designed  and  unique  terms  and  conditions. 

For  a  university  to  provide  financial  and  administrative  accountability,  all  the  concerned  persons  in  a  university 
must  know  the  expectations  and  constraints  of  the  research  agreement.  Research  investigators  must  recognize 
the  limitations  specified  and  implied  by  their  grants  and  contracts  and  must  have  accurate  and  timely  information 
on  the  financial  status  of  their  project  accounts.  Institutions  must  have  accounting  systems  which  enable  them 
to  keep  effective  records  of  agreements  which  have  different  terms  and  contractual  periods  and  which  enable 
them  to  assign  costs  on  a  sound  and  logical  basis.  Their  financial  management  systems  must  control  access  to 
funds  and  provide  independent  review  of  decisions  in  order  to  avoid  conflicts  of  interest  or  temptations  for 
illegitimate  personal  or  institutional  gain.  Audits  of  these  systems  by  independent  public  accountants  or  state 
officials  must  test  the  general  financial  integrity  of  transactions  and  reports.  For  restricted  funds,  they  must  test 
also  for  the  institution's  compliance  with  the  intentions  of  their  sponsors  and  donors. 

Current  federal  policy  provides  for  federal  audits  to  review  systematically  or  to  appraise  whether:  financial 
operations  are  properly  conducted  and  financial  reports  are  presented  fairly;  applicable  laws  and  regulations 
have  been  followed;  resources  are  managed  in  an  effective  manner;  and  desired  results  and  objectives  are  being 
achieved  in  an  effective  manner.  Federal  policy  also  stipulates  that  the  scope  of  federal  audits  is  to  be  tailored  to 
each  specific  program,  to  the  management  need  to  be  met,  and  to  the  capacity  of  audit  facilities. 

Financial  and  administrative  accountability  also  can  be  fostered  by  arranging  incentives  for  prudent  and 
productive  management  and  through  developing  guidelines  and  optimal  information  for  management  purposes. 
Effective  accountability  mechanisms  should  encourage  and  facilitate  good  management  as  well  as  control  against 
abuse. 
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Nature  and  Evidence  of  Accountability  Probleim 


Restatement  of  the  Problem  of  Accoimtability 

There  is  no  disagreement  over  the  need  for  accountability.  The  basic  disagreement  between  the  government 
and  the  universities  over  accountability  is  how  accountability  is  to  be  rendered.  This  disagreement  is  expressed 
in  two  opposing  contentions:  on  one  hand,  that  university  accounting  systems  are  inadequate  for  stewardship 
of  public  funds  and,  on  the  other,  that  government  procedures  do  not  appropriately  allow  for  the  conditions 
required  to  discover  new  knowledge  or  for  the  multi-product  nature  of  the  activities  in  research  universities. 

The  Context  of  the  Problem 

These  concerns  arise  in  the  context  of  the  life  cycle  of  research  agreements  which  has  three  primary  stages:  (1) 
the  selection  of  research  to  be  supported,  (2)  the  conduct  of  the  research,  and  (,3)  the  reporting  of  research  results 
and  accounting  for  resources.  Different  facets  of  accountability  and  differerit  participants  are  involved  in  each  of 
these  stages.  The  operating  understandings  and  procedures  of  one  3tage  do  not  always  interact  constructively 
with  those  of  another  stage. 

For  example,  detailed  research  proposals  which  may  be  useful  in  choosing  among  projects  which  all  meet  a 
high  standard  can  become  a  straitjacket  if  followed  strictly  in  the  conduct  of  science.  The  project  grant  system 
funds  individual  projects  rather  than  broad  programs  of  research.  This  enhances  the  selection  of  research  to  be 
supported  but  complicates  its  administration  and  can  impede  the  coordination  of  closely  related  lines  of  inquiry. 
This  narrow  compartmentaUzation  of  federally  supported  research  is  inconsistent  with  research  practice.  The 
normal  activities  of  the  university  investigator  integrate  research,  teaching,  and  service;  and  these  activities  often 
intertwine  multiple  research  projects. 

Major  Areas  of  Concern 

The  major  areas  of  contention  are  (1)  the  use  of  federal  funds  for  intended  purposes,  (2)  the  nature  and  extent 
of  documentation  necessary  to  validate  expenditures,  and  (3)  the  systems  and  controls  required  for  management 
of  resources. 

Recent  government  audits  of  federal  grants  and  contracts  at  colleges  and  universities  repeatedly  have  cited 
documentation  practices  which  the  auditors  find  inadequate  to  verify  the  charges.  Particular  focus  has  centered 
on  the  dissatisfaction  of  the  auditors  with  the  system  to  document  charges  for  salaries  and  wages,  the  “effort 
reporting  problem."  Other  problems  have  involved  inadequate  documentation  of  cost  sharing,  undocumented 
consultant  costs,  and  improper  and  undocumented  cost  transfers.  The  auditors  have  found  deficiencies  in  some 
university  management  systems,  such  as  those  for  cash  management  and  for  acquisition,  control,  and  account¬ 
ability  for  equipment  and  supplies.  Improper  charges  are  cited  less  frequently  but  include  overcharges  of  fringe 
benefits,  summer  salaries  charged  at  a  rate  in  excess  of  a  prescribed  base,  tax-exempt  stipends  charged  as  salaries, 
and  improper  cost  transfers. 

Government  officials  also  contend  that  institutions  are  inordinately  slow  in  making  changes  in  their  financial 
management  systems  to  comply  with  changed  standards  set  by  the  government. 

Some  government  officials  and  auditors  contend  that  investigators  and  institutions  have  allowed  diversion  of 
federal  funds  from  one  project  to  another  or  to  unsponsored  institutional  activities.  Recently,  two  individuals 
have  charged  that  institutions  have  used  grant  monies  to  pay  for  salaries  and  other  costs  unrelated  to  the  purpose 
of  the  grants.  From  time  to  time,  cases  of  fraud  have  emerged. 

In  1979  the  DFIEW  Office  of  the  Inspector  General  issued  its  annual  report’  based  on  DHEW  audits  of  $1.5 
billion  in  grants  and  contracts  with  educational  institutions.  As  a  result  of  deficiencies  cited  by  the  auditors  in 
these  universities'  systems  of  accounting,  the  auditors  were  unable  to  determine  to  their  satisfaction  whether 
$86.5  million,  or  approximately  5.7  percent  of  the  expenditures  reviewed,  had  been  properly  charged.  The 
Inspector  General's  report  pointed  out  that  this  did  not  mean  that  these  expenditures  were  illegal  or  improper, 
but  simply  that  they  could  not  be  audited  under  existing  regulations  and  thus  must  be  adjudicated.  In  addition, 
about  $3.5  million  in  expenditures,  approximately  0.23  percent  of  the  total  reviewed,  were  reported  as  not 
properly  charged.  Most  of  these  problems  were  caused  by  deficiencies  in  the  institutions'  salary  and  wage 
documentation  systems  or  were  the  result  of  inadequately  supported  or  improper  cost  transfers. 
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Two  recent  GAO  reports  based  on  examination  of  a  sample  of  institutions,  state  that  college  and  university 
accounting  systems  are  inadequate  for  verification  of  the  allowability  of  costs  charged  to  federal  grants  and 
contracts. 

It  should  be  noted  that  the  DHEW  Inspector  General  report  describes  audit  findings  presented  in  DHEW  audit 
reports.  Such  findings  are  not  necessarily  sustained  through  the  subsequent  steps  of  institutional  response  and 
resolution  of  any  remaining  differences.  However,  it  is  the  Commission's  view  that  even  if  the  institutions' 
positions  were  sustained  in  a  significant  proportion  of  the  cases,  the  fact  that  $86.5  million  were  deemed  to  be 
unauditable  indicates  a  very  serious  lack  of  agreement  about  appropriate  documentation  standards. 

The  universities  contend  that  cases  of  fraud  and  cases  where  government  funds  have  been  used  to  support 
unfunded  activities  are  rare.  They  agree  that  such  practice  is  improper  and  cannot  be  condoned.  Fraud  evokes 
stem  instutitional  sanctions.  The  universities  believe  that  by  and  large  the  systems  used  by  higher  education  do 
provide  reasonable  assurance  that  federal  funds  are  used  as  intended,  especially  given  the  fact  that  a  major 
research  university  typically  has  more  than  a  thousand  different  government  projects,  each  represented  by  a 
separate  grant  or  contract  to  which  costs  are  assigned.  The  universities  are  worried  about  what  they  perceive  to 
be  increasing  emphasis  on  fiscal  and  administrative  accountability  without  due  regard  for  the  scientific  account¬ 
ability  provided  in  peer  reviews,  program  reviews,  and  technical  reports. 

The  universities  point  to  an  escalation  in  the  documentation  standards  imposed  by  auditors  without  following 
regular  processes  for  negotiation  and  promulgation  of  new  standards.  They  contend  that  there  has  been  retro¬ 
active  application  of  new  standards.  The  universities  disagree  with  the  escalation  of  documentation  requirements 
and  the  all  too  frequent  implication  that  lack  of  detailed  documentation  is  evidence  of  abuse.  The  universities 
warn  that  some  of  the  documentation  and  management  standards  can  be  incompatible  and  even  counterprod¬ 
uctive.  This  is  particularly  true  if  the  standards  are  applied  in  an  inflexible  and  heavy-handed  way  in  the  context 
of  research  in  an  academic  environment.  In  addition,  the  universities  have  noted  a  marked  inconsistency  between 
the  strictness  of  the  auditors'  expectation  and  the  flexibility  of  management  accepted  and  encouraged  by  gov¬ 
ernment  program  officers  who  are  focused  on  increasing  the  effectiveness  of  the  federally  supported  research. 

The  universities  chafe  at  what  they  believe  is  overemphasis  on  accounting  precision,  uniformity,  and  unrealistic 
expectations  about  the  validity  of  certain  accountability  procedures,  notably  effort  reporting.  They  are  concerned 
about  the  continuing  lack  of  recognition  or  reimbursement  of  certain  kinds  of  research  costs  borne  by  them.  They 
also  question  the  validity  and  fairness  of  certain  audit  practices,  for  example,  certain  sampling  procedures,  and 
have  some  doubt  about  the  integrity  of  the  audit  resolution  process. 

Individual  investigators,  program  officers,  and  congressmen  have  voiced  concerns  about  rising  indirect  costs, 
while  universities  lament  the  spiraling  energy  costs  and  escalating  administrative  requirements  which  cause 
increases  in  indirect  costs. 

The  numerous  concerns  identified  above  contribute  to  rising  tensions  and  threaten  a  relationship  which  for 
many  years  has  been  fruitful  beyond  measure.  Through  the  government-university  research  collaboration  knowl¬ 
edge  has  grown,  research  results  have  been  widely  and  usefully  applied,  and  both  the  government  and  the 
universities  have  been  able  to  serve  society  better  than  either  could  have  done  on  its  own. 

In  his  Science  and  Technology  Message  to  Congress  of  March  1979,"*  President  Jimmy  Carter  expressed  his 
concern  for  the  partnership  between  the  Federal  government  and  universities; 

The  partnership  .  .  .  needs  renewed  attention.  Many  leaders  of  university  research  centers  believe  the  government  has 
intervened  too  deeply  in  university  affairs,  to  the  point  of  affecting  institutional  independence  and  diversity.  The 
problem  stems  from  the  need  to  ensure  accountability  of  research  funds.  On  the  one  hand,  accountability  is  important 
to  me,  to  Congress,  and  to  the  taxpayers;  we  must  improve  the  government's  ability  to  manage  and  account  for  public 
funds.  On  the  other  hand,  it  is  equally  important  that  the  pendulum  not  swing  so  far  that  we  stifle  progress.  We  must 
allow  flexibility  both  for  the  government  agencies  and  for  the  research  institutions.  We  should  not  confuse  excess 
paperwork  with  proper  accountability.  .  .  .  It  is  clear  .  .  .  that  our  partnership  with  universities  needs  further  strength¬ 
ening.  We  must  conhnue  to  experiment  with  new  approaches. 

Shortly  afterwards,  the  Comptroller  General  of  the  United  States  acknowledged  the  strains  in  the  government- 
university  partnership  and  suggested  that  steps  be  taken  to  ease  them.®  Comptroller  General  Staats  emphasized 
the  need  for  strong  accountability  but  acknowledged  that  precise,  uniformly  categorized  accounting  systems  may 
not  be  appropriate  for  university  research.  He  defined  the  key  issue  as  how  to  assure  appropriate  stewardship 
tor  funds  spent  in  support  of  research,  without  imposing  excessive  controls,  direction,  and  administrative  burden 
on  research  grantees. 

The  National  Commission  on  Research  has  tried  to  explore  carefully  the  various  views  of  government  and 
university  participants  and  to  develop  a  fair  and  objective  assessment  of  the  problems.  Unfortunately,  some  of 
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the  reporting  of  the  problems  in  the  popular  media  has  presented  information  out  of  context  and  without  balance. 
The  result  of  imbalanced  reporting  on  this  matter  can  be  dangerous,  since  in  effect  such  reporting  is  an  attack  on 
research  scientists  and  the  universities.  Unnecessarily  undermining  the  public's  confidence  in  research  and 
research  institutions  complicates  the  government's  carrying  out  of  national  research  support  policies  and  will 
ultimately  damage  the  public  welfare. 

In  the  following  section  the  Commission  reports  on  the  origin  of  the  accountability  problems.  Without  appre¬ 
ciation  of  the  factors  which  lead  to  the  problems,  workable  solutions  cannot  be  developed.  Nor  can  responsibility 
be  fairly  assigned. 


Origins  of  the  Problem 

Historical  Developments 

A  number  of  significant  changes  have  affected  the  evolution  of  the  government-university  relationship  and 
contributed  directly  and  indirectly  to  the  development  of  the  present  problems  over  accountability.  The  character 
of  the  relationship  itself  has  changed  over  the  last  forty  years.  In  the  early  years  relatively  few  researchers  applied 
for  federal  support  and  few  agencies  and  institutions  were  involved;  the  range  of  research  topics  was  limited, 
and  the  community  of  researchers  was  small.  Major  researchers  were  often  well  known  to  each  other  and  to  the 
agencies.  Proposals  and  budgets  were  not  extensively  detailed.  In  any  one  institution  the  number  of  externally 
supported  research  agreements  was  quite  small.  Administrative  requirements  were  few  and  simple. 

In  contrast,  there  are  now  over  one  hundred  research  universities,  thousands  of  investigators,  large  numbers 
of  associated  research  personnel,  numerous  sponsoring  agencies,  and  hundreds  of  different  federal  programs. 
Funds  for  research  have  multiplied  manyfold.  Institutions  for  formulating  research  policy,  for  assessing  research 
proposals,  and  for  administering  research  awards  have  grown  in  size  and  complexity.  Administrative  require¬ 
ments  have  mushroomed.  The  number  of  individual  research  agreements  in  major  research  universities  now  lies 
in  the  range  of  five  hundred  to  five  thousand  per  university  per  year.  What  was  a  small,  relatively  simple,  and 
intimate  relationship  has  evolved  into  a  very  large,  complex,  and  sophisticated  enterprise. 

As  the  enterprise  grew,  various  modifications  were  made.  For  example,  in  the  late  1960s  audit  responsibility 
for  all  research  agreements  at  a  given  institution  was  consolidated  under  a  single  cognizant  agency;  most 
educational  institutions  were  assigned  to  DHEW.  This  change  was  designed  to  relieve  the  problem  of  multiple 
audits  by  different  agencies  at  the  same  institution.  One  consequence  of  this  change,  however,  has  been  a 
decoupling  of  financial  and  administrative  accountability  from  scientific  accountability.  This  decoupling  detracts 
from  overall  accountability. 

The  nature  of  federal  support  for  research  also  has  changed  over  the  years.  In  the  continuum  between  broad 
and  categorical  purposes,  the  balance  has  shifted  markedly  toward  the  categorical.  Federal  investment  in  higher 
education  also  has  shifted  toward  support  to  individuals  rather  than  to  institutions. 

The  institutions  in  the  research  university  community  also  have  changed  substantially  over  this  period,  in  size, 
in  complexity,  in  emphasis  on  research,  and  in  extent  of  participation  in  the  government-university  research 
relationship.  Over  this  period  an  interdependence  between  the  government  and  universities  has  developed  as 
they  have  cooperated  in  pursuit  of  knowledge  for  the  public  welfare.  This  relationship  has  been  extraordinarily 
fruitful  in  scientific  achievement. 

The  government-university  relationship  also  has  been  affected  by  a  significant  change  in  resource  climate. 
Current  and  persistent  economic  difficulties  severely  burden  individuals,  the  universities,  and  the  government. 

These  factors  introduce  strains  in  a  relationship  which  is  particularly  vulnerable  to  strain  for  two  reasons.  First, 
the  relationship  is  a  composite  of  many  individual  relationships  and  few  participants  perceive  the  whole  picture. 
Second,  the  nature  and  operating  methods  of  the  two  partners  are  quite  different.  Consequently,  there  can  easily 
develop  a  serious  mismatch  of  expectations. 

Process  and  Organization  Differences 

Processes  effective  for  a  production  enterprise  with  a  hierarchical  organization  are  not  necessarily  transferable 
to  other  environments.  Considerable  adaptation  of  these  processes  is  required  if  they  are  to  work  well  in  an 
environment  where  the  mission  is  discovery — not  production — and  where  individual  investigators  operate  rather 
independently.  Power,  authority,  and  research  direction  in  universities  do  not  flow  from  the  top  down.  University 
processes  are  quite  decentralized  and  depend  heavily  on  the  judgment  of  peers.  Intellectual  curiosity  and 
independence  are  prime  motivators  for  faculty.  University  structures  purposely  are  designed  to  encourage 
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individual  creativity  and  fresh  approaches  to  problems.  Federal  support  for  research  and  development  in  uni¬ 
versities  is  conveyed  through  grants  and  contracts  with  the  university  and  the  government  as  the  formally 
contracting  partners.  But  for  most  of  these  agreements  the  principal  actor  is  the  individual  faculty  member  who 
either  originates  the  research  project  or  responds  to  a  government  request  for  a  proposal  to  accomplish  an 
objective  set  by  the  government.  This  relative  autonomy  of  the  faculty  is  not  accidental;  it  is  designed  to  avoid 
blind  orthodoxy  by  the  government  or  academicians,  to  encourage  initiative,  and  to  allow  selection  of  the  most 
promising  individuals  and  ideas  for  support.  Repeated  evaluations  of  this  project  system  of  support  during  the 
last  twenty-five  years  have  affirmed  the  wisdom  of  this  approach.  But  this  autonomy  does  not  always  lend  itself 
to  the  management  processes  developed  for  more  hierarchical  organizational  structures.  Indeed,  some  such 
processes  are  perceived  as  threats  to  the  organization.  The  decentralized  character  of  a  university  makes  effective 
imposition  of  administrative  regimentation  difficult.  The  fragmentation  necessitated  by  project  grants  compounds 
the  problem.  Management  processes  must  accommodate  to  these  structural  characteristics.* 

Distribution  of  Faculty  Effort 

Some  of  the  difficulties  involved  in  documenting  faculty  effort  on  externally  sponsored  projects  can  be  traced 
to  the  assumption  that  faculty  activity  can  be  distributed  without  fundamental  distortion.  The  university  is  very 
much  a  “mixed  product"  environment,  where  one  particular  activity  often  falls  under  several  headings  and 
where  research,  teaching,  and  service  are  meant  to  be  so  closely  entwined  that  they  cannot  be  disentangled.  In 
such  an  environment,  any  documentation  of  faculty  effort  inherently  will  be  imprecise,  and  even  damaging  if  it 
forces  artificial  separations  of  functions.  Another  major  source  of  difficulty  is  the  fact  that  in  universities  there  is 
no  standard  work  week  for  professional  personnel;  time  and  effort  are  not  the  performance  measures  for  these 
employees.  They  function  on  a  work  assignment  basis  and  are  evaluated  on  the  basis  of  their  performance,  not 
the  time  or  effort  they  spend. 

Diversity  of  Institutions 

The  diversity  among  institutions  is  a  valued  national  asset,  but  it  contributes  to  the  problem  of  developing 
uniform  standards  or  procedures  which  are  effective  and  equitable.  Differences  between  public  and  private 
institutions,  differences  among  states  in  the  way  public  institutions  are  funded  and  managed,  differences  in 
traditions,  organizational  philosophies  and  priorities  all  affect  the  management  structures  and  strategies  used  by 
universities.  For  all  but  a  handful  of  these  institutions,  the  federal  research  and  development  support,  though  it 
may  be  sizeable  in  absolute  magnitude,  is  less  than  one-third  of  the  total  institutional  budget.  As  such  it  cannot 
unilaterally  determine  the  design  of  the  management  system  for  the  institution.  This  fact  is  often  overlooked  in 
the  design  of  the  federal  requirements  for  financial  and  administrative  accountability. 

Design  of  the  Research  Support  System 

Cost  transfer  problems  are  partly  due  to  the  conflicting  expectations  of  auditors  and  agency  project  officers. 
The  latter  often  focus  on  the  scientific  reason  for  a  transfer  and  the  ways  projects  are  related,  while  auditors  seek 
clean  segregation  of  the  costs  of  separate  projects.  These  differences  reflect  differing  interpretations  of  the 
principle  of  allocability  stated  in  OMB  Circular  A-21.  The  cost  transfer  problem  is  also  a  result  of  the  design  of  the 
support  system.  Support  for  research  is  received  in  multiple,  discrete  project  awards  of  limited  duration.  Cost 
transfers  are  a  direct  consequence  of  this  method  of  support,  especially  in  cases  where  an  individual  investigator's 
overall  program  of  research  is  funded  from  several  sources  so  that  some  costs  may  be  assigned  as  legitimately  to 
one  source  as  to  another.  Prudent  management  of  the  resources  available  to  the  investigator  may  dictate  some 
legitimate  but  retroactive  reallocation  of  charges,  resulting  in  cost  transfers. 

Financial  auditors  have  difficulty  judging  the  reasonableness  of  such  transfers.  They  begin  with  the  assumption 
that  all  cost  transfers  are  suspect  and  expect  explicit  documentation  ^^f  their  validity  and  justifiability.  However, 
such  documentation  of  cost  transfers  for  each  transaction  is  quite  bm  isome.  An  alternative  approach  is  needed 
so  that  legitimate  and  illegitimate  cost  transfers  can  be  distinguished  without  burdening  the  invesrigator  with 
unnecessary  documentation  requirements. 


The  mechanisms  for  federal  support  of  research  and  the  assurance  of  quality  are  the  subjects  of  separate  studies  by  the 
National  Commission  on  Research  and  will  be  treated  in  separate  reports. 


Late  Arrival  of  Award  Notices 

The  commonplace  late  arrival  of  award  notices  generates  additional  cost  transfers  because  institutions  fre¬ 
quently  must  draw  upon  internal  accounts  to  initiate  purchase  orders  and  appointments  to  avoid  serious  delays 
or  a  hiatus  in  the  work.  Subsequent  transfers  to  correct  the  charges  once  the  award  is  received  arouse  suspicions 
of  auditors.  If  not  well  documented  they  are  subject  to  disallowance.  Unauthorized  diversion  of  government 
support  for  purposes  genuinely  outside  the  scope  of  the  support  agreement  is,  of  course,  improper.  The  basic 
problem  is  to  distinguish  proper  from  improper  cost  transfers  without  overburdening  the  system  with  docu¬ 
mentation  requirements  or  rigid  rules,  and  to  correct  the  flaws  in  the  system  which  provoke  cost  transfers. 

Increasing  Specificity  of  Proposals 

The  trend  toward  increasing  specificity  in  proposals  for  support  of  research  adds  to  the  cost  transfer  problem. 
Perhaps  more  importantly,  it  also  leads  to  increasingly  conservative  approaches  to  research.  In  the  review  of 
basic  research  proposals,  specificity  can  be  useful  for  assessing  the  investigator's  intellectual  acumen.  But  if  the 
investigator  must  adhere  in  detail  to  the  proposal,  it  becomes  a  straitjacket,  and  it  can  stifle  creativity  and  the 
pursuit  of  the  unexpected  results.  Rigorous  hewing  to  performance  specifications  may  be  appropriate  for  work 
under  some  procurement  arrangements,  but  it  is  inappropriate  for  most  basic  research.  A  clearer  understanding 
of  the  nature  of  research  is  needed,  along  with  a  greater  congruence  between  the  government  and  university 
expectations  of  the  proper  level  of  specificity. 

Concern  About  Indirect  Costs 

The  perception  of  a  widespread  accountability  problem  seems  to  have  a  relatively  recent  origin.  Prior  to  1970, 
audit  problems  occurred,  but  in  what  appeared  to  be  isolated  instances.  More  concentrated  attention  on  matters 
of  accountability  can  be  traced  to  a  noticeable  increase  in  the  indirect  cost  rates  of  colleges  and  universities 
beginning  roughly  a  decade  ago.  Indirect  costs  are  not  well  understood  and  are  a  source  of  considerable  strife, 
both  within  government  and  within  the  universities.  This  is  true  even  though  indirect  costs  are  based  on  a 
standard  approach  widely  accepted  by  the  accounting  profession  for  allocating  costs  to  joint  activities.  They  are 
derived  according  to  federal  cost  principles  (OMB  Circular  A-21).  Congressional  concern  that  rising  indirect  cost 
rates  were  diverting  resources  from  approved  research  led  to  increased  audit  scrutiny.  Institutional  practices 
which  had  been  found  quite  acceptable  in  previous  audits  began  to  be  questioned  and  criticized.  In  response, 
universities  analyzed  and  explained  the  reasons  for  the  rise  in  their  indirect  cost  rates.  DHEW,  the  agency 
responsible  for  auditing  most  colleges  and  universities,  drafted  a  proposed  revision  of  the  cost  principles  designed 
to  eliminate  or  limit  the  reimbursement  of  certain  kinds  of  cost?  and  to  tighten  the  procedures  required  for 
documenting  and  allocating  costs.  Extensive  discussions  between  DHEW  and  the  universities  ensued,  culmi¬ 
nating  in  their  submission  of  separate  proposals  to  the  Office  of  Management  and  Budget.  The  revised  principles 
issued  by  OMB  in  March  1979  were  developed  after  extensive  consultation  with  both  university  and  federal 
agency  representatives,  but  they  are  unlikely  to  bring  full  resolution  of  the  difficulties. 

The  continuing  disagreement  derives  primarily  from  the  erosion  of  a  mutual  but  largely  unwritten  understand¬ 
ing  of  the  basic  nature  of  the  government-university  relationship  in  support  of  research.  Until  this  understanding 
is  repaired,  efforts  to  come  to  agreement  on  a  set  of  cost  principles  are  doomed  to  failure  because  the  cost 
principles  are  merely  a  tool  to  implement  the  relationship.  Under  perceived  congressional  pressure  for  demon¬ 
strable  action  to  improve  financial  accountability,  OMB  issued  the  revised  cost  principles.  This  postponed 
addressing  the  more  fundamental  and  much  larger  problems. 


Evidence  of  the  Deteriorating  Relationship 

The  evidence  that  the  discovery  process  is  being  undermined  by  poorly  fitting  requirem.ents  for  financial  and 
administrative  accountability  is  largely  descriptive  and  impressionistic.  It  is  exceedingly  difficult  to  document 
with  any  precision  the  costs  of  lost  opportunity,  motivation,  or  morale.  The  Commission  has  interviewed  many 
researchers  and  administrators  from  both  the  government  and  the  universities  during  its  brief  tenure.  On  the 
basis  of  these  discussions  the  Commission  has  no  doubt  that  a  substantial  problem  currently  exists  and  that  any 
further  tightening  of  the  requirements  will  only  exacerbate  the  problem.  The  Commission  also  reviewed  materials 
developed  by  others  on  this  matter.  A  sampling  of  these  materials  is  described  briefly  below.  The  resource  and 
time  constraints  of  the  Commission  limited  it  to  this  approach. 
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Previous  Studies 

Smith  and  Karlesky,  in  their  book  The  State  of  Academic  Science,^  have  descnbed  concern  about  the  “subtle 
extension  of  inflexible  controls  that  limit  individual  researchers'  freedom  of  action"  which  they  discovered  in  site 
visits  to  six  departments  in  each  of  thirty-six  universities.  Additional  evidence  of  faculty  concern  lies  in  the  results 
of  a  survey  of  twenty-four  departments  granting  the  Ph.D.  in  chemistry,  undertak  m  as  part  of  the  work  of  the 
Task  Group  on  Accountability  in  Research  of  the  National  Science  Foundation  Advisory  Council.’  Three-fourths 
of  the  respondents  believed  that  some  of  the  regulations  imposed  to  assure  accountability  are  detrimental  to 
research  and  identified  one  or  more  of  the  following  as  detrimental  in  their  present  form:  financial  accounting 
requirements,  effort  reporting,  safety  regulations,  prior  approval  requirements,  human  subjects  and  animal  care 
regulations,  excessive  reporting  for  one-year  contracts,  and  “mindless"  adherence  to  the  original  proposal. 

In  1977  the  National  Science  Foundation's  Division  of  Policy  Research  and  Analysis  issued  a  report®  entitled 
The  Effects  of  Federal  Regulations  on  Colleges  and  Universities.  This  report  concluded  that  while  the  number  and 
complexity  of  government  regulations  affecting  colleges  and  universities  have  increased  significantly  in  the  last 
decade,  there  has  been  little  empirical  research  as  to  the  impact,  cost,  or  effectiveness  of  the  regulations. 

Also  in  1977  the  Sloan  Commission  on  Government  and  Fligher  Education  invited  twenty-one  colleges  and 
universities  to  examine  the  impact  of  the  Federal  government  on  them,  each  in  its  own  way.  A  summary  of  the 
individual  institutional  self-study  reports^  reveals  considerable  concern  about  the  government-university  rela¬ 
tionship,  particularly  with  respect  to  the  effort  reporting  burden  and  its  incompatibility  with  educational  insti¬ 
tutions  and  the  research  process.  There  also  was  widespread  concern  about  reporting  requirements  and  the 
methods  used  for  enforcement  of  regulations  with  fiscal  purposes  and  with  social  purposes. 

An  example  of  this  last  concern  is  the  regulations  for  research  on  human  subjects.  DHEW,  EPA,  DOE,  FDA, 
the  Consumer  Product  Commission,  and  the  separate  branches  of  DOD  each  have  separate  rules  or  regulations 
for  the  protection  of  human  subjects.  The  National  Commission  for  the  Protection  of  Human  Subjects  acknowl¬ 
edged  the  burden  of  multiple  rules  and  recommended  that  the  responsibility  for  human  subjects  protection  be 
delegated  to  a  single  agency,  but  such  consolidation  has  not  been  accomplished.  Institutional  concerns  include 
the  high  costs  of  the  prescribed  review  procedures,  inappropriately  broad  applicability  of  the  regulations, 
unnecessary  interference  with  legitimate  research,  delays,  and  threats  to  academic  freedom. 

The  1977  report'®  of  the  Commission  on  Federal  Paperwork  included  a  section  on  the  paperwork  burdens 
imposed  upon  the  education  community,  particularly  with  respect  to  research  grants  and  contracts.  The  report 
estimated  that,  if  implemented,  its  recommendations  could  result  in  net  savings  of  more  than  $190  million.  The 
problems  identified  as  most  critical  were  documentation  of  personal  services,  accounting  for  nonexpendable 
property  purchased  by  grantees,  the  manner  of  payment  for  projects  by  federal  agencies  to  the  institutions, 
regulations  for  the  protection  of  human  subjects,  and  the  effects  of  multiple  agency  regulations  in  the  same  area. 
The  Paperwork  Commission  analyzed  a  1976  survey  by  the  National  Association  of  College  and  University 
Business  Officers  (NACUBO)  of  universities  heavily  involved  in  sponsored  programs.  Of  the  fifty-three  institu¬ 
tions  which  responded,  thirty-seven  identified  the  documentation  of  personal  service  charges,  including  cost 
sharing,  as  one  of  the  most  burdensome  of  the  record-keeping  requirements. 

An  Association  of  American  Medical  Colleges  task  force  examined  “administrative  excesses"  in  federal  pro¬ 
grams  and  expressed  particular  concern  with  redundance  in  grant  application  requirements,  the  burden  of 
manpower  reports  to  one  agency,  the  frequency  of  progress  reporting,  and  the  documentation  of  effort  charged 
to  sponsored  agreements." 

Individual  Correspondence 

Much  of  the  evidence  regarding  the  burden  of  regulation  is  found  in  letters  of  protest.  For  example,  an  MIT 
professor  has  cited  the  burdensome  paperwork  involved  in  obtaining  NIH  approval  for  recombinant  DNA 
research;  he  had  to  submit  the  required  Memorandum  of  Understanding  and  Agreement  to  NIH  thirty-five  times 
in  three  years.  (Recombinant  DNA  research  review  procedures  have  since  been  improved.)  The  regulations  on 
research  involving  children  and  the  institutionalized  mentally  disabled  recently  proposed  by  DHEW  drew  a  large 
volume  of  protest  from  investigators,  some  of  whom  indicated  that  the  regulations  would  actually  force  them  to 
stop  work  because  of  the  added  layers  of  review  and  monitoring.  Final  regulations  have  not  yet  been  issued. 

Congressional  Concern 

In  introducing  a  bill  entitled  “Health  Science  Promotion  Act  of  1979“  (S.988)  to  the  Senate  Committee  on 
Labor  and  Human  Resources,  Senator  Kennedy'’  stated  that  his  subcommittee  had  heard  a  chorus  of  complaints 
concerning  the  inefficiencies  caused  by  reporting  requirements  now  imposed  by  federal  agencies; 
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No  one  disputes  that  the  tax  payer  should  be  assured  that  his  dollar  is  being  appropriately  utilized  by  the  beneficiaries 
of  Federal  largesse.  But  at  the  same  time,  we  must  consider  whether  requirements  aimed  at  assuring  the  accountability 
of  expenditures  are  defeating  the  verytpuqtMeiofcthBi^expeiuiitures.  We  are-told  by  some  investigators  that  they  now 
spend  25%  of  their  time  filling  out  forms^and  performing  the  various  administrative  chores  necessary  to  keep  their  labs 
in  operation.  We  hear  of  investigators  spending  5-10%  of  their  grant  funds  paying  for  the  preparations  necessary  to 
justify  their  work  to  site  visit  teams  from  Federal  research  agencies.  We  see  the  sadness,  anger  and  bitterness  of  many 
honest,  well-intentioned,  health  researchers  who  feel  that  an  atmosphere  of  distrust  and  hostility  has  developed 
between  Federal  agencies  and  researchers  as  a  result  of  the  tightening  web  of  accountability  requirements. 


Adequacy  of  Evidence 

The  Commission  believes  that  the  evidence  presented  in  this  report  is  not  necessarily  decisive.  A  number  of 
areas  can  be  identified  where  careful  analysis  to  supplement  the  available  descriptive  evidence  would  contribute 
to  a  better  understanding  of  the  problems.  But  the  evidence  presented  herein  is  neither  selective  nor  without 
weight.  It  represents  only  a  sampling  of  the  documents  reviewed  and  the  testimony  received.  A  rigorous 
analytical  approach  would  be  expensive  and  difficult  to  undertake  because  the  changes  involved  tend  to  be 
inherently  difficult  to  measure  and  difficult  to  isolate.  If  such  studies  were  deemed  necessary  in  order  to  remedy 
the  difficulties  in  the  government-university  relationship,  both  parties  would  have  to  be  involved  in  planning 
them,  and  they  would  have  to  make  some  commitment  to  take  responsible  action  based  on  their  outcomes. 

The  Commission  believes  that  adjustments  to  provide  significant  improvement  in  the  relationship  can  be  made 
without  awaiting  further  study.  lu  the  following  sections  the  conclusions  and  recommendations  of  the  Commis¬ 
sion  are  presented  along  with  a  proposed  basic  framework  for  the  government-university  relationship. 
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Conclusions 


The  Commission's  review  of  issues  about  accountability  yielded  the  following  conclusions: 

1.  The  research  universities  and  the  government  are  not  working  together  as  well  as  they  should.  Their  rela¬ 
tionship  has  been  strained  by  accusation  and  distrust,  affecting  the  atmosphere  in  which  research  is  being  done. 
The  quality  of  the  relationship  must  be  restored. 

The  government-university  relationship  is  a  complex  and  pluralisric  composite  of  many  individual  relation¬ 
ships.  The  aggregate  relationship  is  constantly  evolving.  The  evolution  over  the  last  decade  has  involved  a 
noticeable  deterioration,  the  result  of  many  factors  and  numerous  incremental  changes.  Actions  or  omissions  of 
both  parties  have  contributed  to  this  deterioration.  While  the  problems  are  limited  almost  entirely  to  fiscal  and 
administrative  matters,  the  results  affect  research  productivity.  If  continued  movement  in  this  direction  is 
allowed,  it  would  surely  enfeeble  the  national  effort  in  research.  Research,  science,  and  technology  play  key 
roles  in  solving  the  present  problems  facing  the  nation  and  the  world.  We  cannot  reduce  the  effectiveness  of  our 
national  research  program  without  jeopardizing  our  future. 

Therefore,  the  purposes  and  public  functions  Of  the  government-university  research  relationship  must  be 
reaffirmed.  The  trend  toward  adversarial  positions  has  to  be  reversed.  An  atmosphere  of  mutual  trust  and 
confidence  must  be  restored.  To  achieve  these  ends,  both  the  universities  and  the  government  will  have  to 
change  some  of  their  attitudes  and  practices.  Both  will  have  to  move  simultaneously  and  cooperatively  to  improve 
their  relationship. 

2.  The  renewal  of  the  government-university  relationship  should  be  based  on  principles  and  objectives  which 
both  partners  understand  and  accept. 

Both  the  universities  and  the  government  must  understand  the  means  and  the  constraints  which  each  uses  to 
fulfill  its  responsibilities.  The  partners  can  take  advantage  of  mutual  interests  and  acknowledge  common  objec¬ 
tives,  but  they  must  also  understand  that  research  is  not  the  sole  concern  of  either.  The  different  roles  and 
independent  objectives  of  the  partners  must  be  recognized. 

Government  officials  should  not  lose  sight  of  the  advantages  of  having  diverse  and  autonomous  universities 
serve  as  a  home  of  science.  In  turn,  universities  cannot  be  indifferent  to  the  purposes  of  the  government 
sponsorship  of  research.  The  serious  responsibilities  involved  in  the  use  of  public  funds  demand  scrupulous 
attention.  The  public  has  to  be  assured  that  considered  decisions  are  made  when  invesHgators  and  research 
subjects  are  selected,  that  funds  are  spent  for  their  stated  purposes,  and  that  adequate  precautions  are  taken 
against  fraud  and  waste. 

Furthermore,  the  universities  and  the  government  have  no  time  to  lose  in  finding  a  satisfactory  basis  for 
continuing  their  partnership.  The  universities  must  assure  the  government  that  they  have  the  resources  and 
procedures  to  fulfill  federal  agreements.  The  government  must  recognize  that  there  are  well  defined  limits  on  its 
intervention  into  the  policies  and  operations  of  the  universities. 

3.  Because  of  the  diversity  of  activities  undertaken  within  the  relationship  and  the  diversity  of  the  institutions 
and  sponsoring  agencies  undertaking  them,  the  activities  must  be  governed  primarily  by  mutually  adopted 
principles,  standards,  or  objectives,  and  not  by  detailed  procedural  requirements. 

A  significant  amount  of  the  stress  between  the  universities  and  the  government  is  due  to  the  failure  by 
universities  to  provide  documentation  adequate  to  meet  federally  imposed  procedural  standards,  rather  than  to 
imprudent  decisions,  illegal  actions,  abuse  of  resources,  or  fraud.  The  stress  may  be  in  the  form  of  compliance, 
rather  than  in  its  substance.  Perhaps  the  stress  can  be  reduced  by  simplifying  the  requirements  and  procedures, 
while  making  clearer  and  more  effective  the  principles  underlying  the  requirements  and  the  objectives  being 
sought  by  the  procedures. 

4.  The  management  and  accountability  procedures  employed  by  the  university  and  its  research  investigators 
must  be  consistent  with  both  the  terms  of  the  specific  research  agreement  and  the  academic  environment.  The 
nature  and  extent  of  federal  constraints  and  involvement  must  also  be  tailored  to  the  type  of  activity. 
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Creative  or  exploratory  activities  are  fundamentally  different  from  production  or  development  activities.  Each 
requires  a  different  approach  for  effective  and  nonintrusive  accountability.  A  particularly  supple  approach  is 
needed  in  the  academic  environment,  where  researchers  perform  multiple  functions  simultaneously  and  are 
accorded  a  high  degree  of  independence  in  order  to  maximize  their 'creativity.  Forms  of  accountability  which 
emphasize  costing  precision  and  detailed  documentation,  rather  than  judgments  on  the  reasonableness  of 
decisions,  will  have  an  adverse  and  potentially  enervating  effect  on  the  efficiency,  effectiveness,  and  enthusiasm 
of  research  performance. 

5.  Academic  institutions  must  regulate  themselves  more  effectively,  and  the  government  must  reduce  its  im¬ 
position  of  regulations  to  only  those  which  are  essential. 

Academic  institutions  must  commit  themselves  aggressively  to  ethical  behavior,  skilled  management,  and 
quality  of  performance.  These  commitments  must  be  addressed  in  ways  consistent  with  the  nature  of  the 
universities  and  their  governance.  While  the  ultimate  responsibility  in  some  of  these  matters  must  lie  with 
individuals,  the  institutions  must  stimulate,  facilitate,  and  reward  individual  responsibility.  Institutions  period¬ 
ically  must  examine  themselves  to  assure  that  their  own  management  systems  have  sufficient  controls,  that  they 
are  operating  as  intended,  and  that  dereliction  in  stewardship  is  promptly  rectified. 

Furthermore,  universities  have  an  obligation  to  consider  how  their  activities  affect  the  role,  and  the  perception 
of  the  role,  of  the  university  in  our  society.  The  opportunism  or  irresponsibility  of  individual  institutions  or 
investigators  can  tarnish  others  by  implication  and  can  undermine  the  respect  and  confidence  essential  to  a 
healthy  set  of  relationships. 

The  government  must  recognize  that  the  present  burden  of  regulation  strains  the  institutional  capacity  for 
compliance.  Overregulation  erodes  institutional  resources  for  productive  work  and  demoralizes  those  whose 
dedication  and  inspiration  are  required  for  the  advancement  of  knowledge.  Most  government  regulations  are 
designed  to  reduce  or  eliminate  some  form  of  risk.  The  key  questions  are  the  detail  and  the  volume  of  these 
assurances,  and  how  much  risk  can  be  reduced  before  the  costs  of  further  reductions  significantly  outweigh  the 
associated  benefits.  At  some  point,  the  risks  of  overregulation  become  more  serious  than  the  risks  the  regulations 
are  designed  to  address. 

6.  An  atmosphere  of  flexibility  within  an  environment  of  reasonably  stable  fiscal  support  is  essential  for 
research  to  flourish. 

Inflexible  controls  and  fiscal  uncertainty  have  a  decidedly  negative  impact  on  research  performance  and 
productivity,  regardless  of  the  nature  of  the  research  institution  or  performer.  Stringent  federal  controls  lead 
universities  to  impose  restrictive  institutional  limits  so  that  they  can  minimize  the  risk  of  cost  disallowances.  In 
this  environment  researchers  act  too  cautiously  and  become  wary  of  pursuing  unexpected  or  unpredictable 
avenues  of  research.  Present  and  future  regulations  should  be  assessed  carefully  for  their  impact  on  the  flexibility 
conducive  to  research.  Mechanisms  for  longer  research  commitments  and  for  cushioning  the  termination  of 
support  also  must  be  devised.  An  atmosphere  of  trust  and  confidence  must  be  created  to  ensure  the  freedom 
investigators  need  to  produce  significant  new  results  or  ideas. 

7.  The  government  and  the  university  must  recognize  that  current  management  technology  is  inadequate  for 
some  of  the  problems  involved  in  accountability  for  research  in  academic  settings. 

The  management  of  large  and  complex  institutions  has  become  a  profession  and  the  subject  of  research.  The 
main  focus  of  managerial  research  has  been  on  business  and  industry,  which  are  hierarchical  and  production 
oriented  organizations.  Much  less  attention  has  been  given  to  special  managerial  features  and  problems  of 
nonprofit  and  public  organizations,  including  government  and  the  research  universities. 

To  compensate  for  this  inadequacy,  the  government  and  the  university  should  explore  alternative  approaches 
to  familiar  problems,  undertake  pilot  experiments  in  management  of  research,  and  stimulate  research  in  disci¬ 
plines  which  can  themselves  contribute  to  the  resolution  of  the  problems.  Creative  ideas  for  accountability  in  the 
university  setting  and  for  the  research  process  are  needed  because  the  current  systems  have  fundamental  flaws. 
In  particular,  new  approaches  to  effort  reporting  must  be  developed. 
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Principles  and  Objectives 


The  following  section  presents  proposed  principles  underlying  the  conduct  and  support  of  research  and 
proposed  common  research  objectives  of  the  Federal  government  and  the  universities. 

The  universities  and  the  Federal  government  are  each  structured  on  principles  which  define  their  purposes 
and  guide  their  actions.  When  there  are  differences  between  them  over  research  policies  and  practices,  the  only 
acceptable  solutions  will  be  those  which  are  compatible  with  the  principles  of  both.  Recognition  and  appreciation 
of  these  principles  are,  therefore,  prerequisites  for  a  good  working  relationship  between  them. 

The  following  sections  set  forth  two  sets  of  principles:  the  principles  held  by  the  research  universities  and 
those  held  by  the  government.  The  universities'  principles  will  appear  obvious  to  persons  in  universities;  the 
government's  principles  will  be  self-evident  to  those  who  work  in  government.  Nevertheless,  we  have  found 
that  many  university  people  do  not  know  the  government's  principles  or  do  not  understand  their  importance  to 
government  officials  and  that,  too  often,  government  officials  do  not  know  or  do  not  take  seriously  the  principles 
of  the  universities. 

Within  the  framework  of  the  principles,  broad  objectives  for  the  government-university  relationship  can  be 
defined.  These  objectives  may  help  the  government  and  the  universities  to  resolve  some  of  the  issues  between 
them,  and  they  may  serve  to  guide  the  evolution  of  their  relationship. 

Fundamental  Principles  for  the  Research  Universities 

1.  The  pursuit  of  new  knowledge  is  one  of  the  principal  functions  of  a  research  university. 

The  research  university  in  the  United  States  has  become  and  should  remain  the  principal  center  of  fundamental 
research  and  scholarship.  As  a  research  center,  it  is  an  institution  of  unsurpassed  performance,  a  model  eagerly 
emulated  by  other  societies. 

2.  Freedom  is  essential  to  inquiry. 

The  freedom  of  the  scholar  to  pursue  new  knowledge  wherever  the  paths  of  discovery  may  lead  is  essential  to 
high  achievement  in  research.  This  freedom  is  not  absolute.  It  is  limited  in  principle  by  moral  and  ethical 
constraints  and,  in  practice,  by  the  availability  of  resources.  Imposing  unneeded  constraints  weakens  the  spirit 
of  inquiry,  wastes  talented  minds,  delays  discovery,  and  hurtfully  prolongs  our  ignorance. 

3.  Research  and  teaching  are  inseparable. 

The  search  for  new  knowledge  and  the  preservation  and  dissemination  of  established  learning  are  interwoven 
in  a  research  university;  each  makes  an  invaluable  contribution  to  the  other.  Efforts  to  separate  and  distinguish 
them,  whether  for  reasons  of  philosophical  principle  or  administrative  convenience,  endanger  the  vitality  of 
both. 

4.  Diversity  among  research  universities  is  a  source  of  strength  for  the  research  program  of  the  nation. 

Singly,  each  university  provides  strength  in  certain  fields;  together,  the  universities  provide  strength  in  all 
fields.  The  universities  are  diverse  not  only  in  the  areas  of  strength,  but  also  in  their  organization  for  research. 
The  organizational  differences  derive  partly  from  the  decentralized  way  in  which  American  higher  education 
evolved  and  partly  from  research  itself.  Since  research  by  its  nature  encounters  the  novel,  the  unknown,  and  the 
unexpected,  universities  naturally  developed  different  approaches,  practices,  and  structures  for  research.  Such 
differences  develop  even  within  a  single  institution  and  are  themselves  a  source  of  strength.  Research  universities 
which  are  dedicated  to  the  discovery  of  the  unknown  should  not  be  expected  to  be  simple,  monolithic,  homo¬ 
geneous,  or  administratively  conventional. 

Fundamental  Principles  for  the  Federal  Government 

1.  Government  supports  research  in  the  national  interest. 

The  government  supports  the  research  and  scholarship  leading  to  new  knowledge  because  of  its  responsibilities 
for  the  security  and  welfare  of  the  nation.  This  principle  has  been  stated  explicitly  in  presidential,  congressional. 
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and  budgetary  messages.  In  supporting  research,  the  government  is  not  bestowing  gifts  or  favors  on  institutions 
or  individuals.  Rather,  it  is  building  and  renewing  public  investment  in  an  important  public  asset. 

2.  Public  support  demands  public  accountability. 

The  people  and  their  representatives  must  have  assurance  that  the  national  research  enterprise  yields  results 
commensurate  with  the  public  resources  invested  and  that  the  resources  made  available  to  it  have  been  expended 
responsibly.  The  Congress  supports  research.  The  Executive  agencies  manage  research.  The  investigators  and 
institutions  conduct  research.  All  are  broadly  accountable  to  the  people  who  make  their  work  possible  and  who 
share  in  its  benefits. 

3.  Government  in  the  United  States  is  pluralistic. 

Federal  and  state  governments  are  intentionally  constructed  to  serve  many  constituencies.  They  have  many 
branches  and  agencies,  linked  and  separated  in  a  variety  of  ways,  and  bound  by  checks  and  balances.  While 
uniformity  in  policies  and  practices  often  exists  and  is  often  desirable,  extensive  uniformity  would  reduce  the 
flexibility  of  the  divisions  and  agencies.  They  need  this  flexibility  to  respond  to  the  constituencies  which  they 
must  serve. 


Objectives  for  the  Relationship 

The  Commission  believes  that  the  following  objectives  a’-e  consistent  with  the  foregoing  principles  and  can 
serve  as  a  useful  guide  for  the  government-university  relationship. 

The  government  and  the  universities  together  should  seek: 

1.  To  maintain,  strengthen,  and  support  the  competitive  processes  used  to  assure  integrity,  objectivity,  and 
excellence  in  the  pursuit  of  new  knowledge.  These  include  fair  and  rigorous  use  of  review  processes,  full  scientific 
accountability  in  the  selection  of  research  directions  and  programs,  and  critical  evaluation  and  dissemination  of 
research  results. 

2.  To  develop  and  strengthen  the  institutional  and  the  human  resources  which  will  ensure  progress  in 
research,  and  to  attend  especially  to  the  responsibility  for  educating  new  generations  of  scientists  and  scholars. 

3.  To  provide  for  the  productive  integration  of  instruction  and  research,  for  the  benefit  of  both  and  the  society 
they  serve. 

4.  To  support  and  accommodate  diversity  in  both  government  and  the  research  universities,  for  the  sake  of 
the  strengths  their  diversity  brings. 

5.  To  improve  the  associations  between  the  government  and  universities,  to  make  them  both  stable  and 
supple. 

6.  To  achieve  informed  general  recognition  of  both  the  necessity  for  adequate  accountability  and  the  primary 
measure  of  accountability,  namely  value  received  for  investment. 

7.  To  make  joint  efforts  to  find  productive  and  nonintrusive  ways  of  providing  accountability. 

8.  To  recognize  that  both  government  and  universities  have  other  constituencies  whose  needs  have  to  be 
balanced  along  with  those  arising  from  their  association  in  research. 

9.  To  recognize  that  both  government  and  the  universities  should  share  equitably  the  responsibility  of 
supporting  the  national  research  enterprise,  each  in  its  own  way,  using  its  resources  prudently. 

10.  To  establish  and  maintain  the  national  research  capability  at  the  highest  level,  capable,  if  need  be,  of 
responding  to  a  national  emergency. 
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Recommendations 


1.  The  Commission  recommends  that  research  universities  and  the  government  make  vigorous,  concerted  efforts 
to  overcome  the  mutual  suspicions,  ignorance,  and  misunderstandings  which  strain  their  relationship  and  weaken 
the  nation's  research  enterprise. 

Despite  the  close  government-university  relationship  existing  for  several  decades,  ignorance  and  misunder¬ 
standing  about  the  nature,  needs,  and  behavior  of  the  partners  are  pervasive  on  each  side.  This  undermines  the 
efforts  of  government  and  university  officers  to  resolve  specific  problems.  Neither  the  government  nor  the 
universities  assure  that  their  people  understand  properly  the  complexities  of  the  relationship. 

The  Commission  offers  the  following  suggestions  for  implemenhng  its  recommendation: 

(a)  Federal  officials,  university  presidents,  and  other  officers  responsible  for  the  research  enterprise  need  to 
examine  together  the  fundamental  principles  and  issues  of  the  government-university  research  relationship  and 
the  system  in  which  it  operates.  University  associations,  such  as  the  Association  of  American  Universities,  and 
appropriate  government  officials  should  work  closely  with  each  other  to  organize  and  facilitate  such  dialogue. 

(b)  The  government  and  the  universities  should  each  provide  basic  information  about  the  government-uni¬ 
versity  relationship  to  all  new  personnel  responsible  for  research  support  and  management,  including  faculty. 
Brief,  simple  materials  should  list  the  basic  principles  of  the  government  and  the  research  universities  and  the 
objectives  of  their  partnership;  should  outline  the  federal  cost  and  management  principles;  and  provide  a  guide 
to  pertinent  institutions,  agencies,  legislation,  and  regulations  which  outlines  who  is  responsible  for  what,  how, 
and  when.  These  materials  should  be  developed  jointly  by  representatives  of  the  government  and  the  universities. 
Information  specific  to  the  institution  or  agency  also  should  be  included,  and  its  bearing  on  the  larger  structure 
should  be  made  clear.  A  commendable  example  of  such  materials  is  the  textbook  associated  with  the  National 
Aeronautics  and  Space  Administration's  Seminar  in  University  Project  Management  for  Technical  Officers. 

(c)  Both  government  agencies  and  universities  should  provide  continuing  education  in  research  program 
management  for  their  staffs  and  faculties.  The  objectives  of  such  programs  are  awareness  of  the  customs  of  and 
constraints  on  the  different  participants  in  the  research  process  and  improvement  in  management  for  research. 

(d)  It  is  important  that  faculty  researchers  be  kept  informed  about  federal  developments  relevant  to  research 
performance  and  management.  One  effective  and  economical  way  to  do  this  would  be  to  have  an  education 
association  (e.g.,  the  Council  on  Governmental  Relations  or  the  Association  of  American  Universities)  prepare 
a  "syndicated  column"  or  "news  service"  which  could  be  disseminated  via  the  weekly  newsletter  of  the  American 
Council  on  Education  and  published  in  campus  newspapers.  In  brief,  readable  paragraphs,  this  service  would 
provide  notice  of  important  developments  with  references  to  sources  of  more  complete  information. 

(e)  Educational  and  research  management  associations  should  explore  ways  to  bring  fundamental  issues  in 
government-university  research  relations  into  public  forums  for  constructive  discussion  and  debate.  These  should 
include  Congress,  the  press,  and  national  public  radio  and  television. 


2a.  The  Commission  recommends  that  research  universities  and  the  government  develop  a  new  system  for 
accountability  tailored  to  the  nature  of  the  activity  being  sponsored  and  based  on  a  set  of  minimum  core 
requirements  applicable  to  all  research  agreements.  The  core  requirements  would  be  sufficient  for  all  basic  research 
and  for  some  applied  research;  further  requirements  would  be  added  only  for  activities  of  a  pronounced  procurement 
character. 

Federally  sponsored  research  in  universities  covers  a  wide  range  of  activities.  This  includes  generation  of  new 
knowledge  in  a  general  discipline  or  group  of  disciplines;  research  in  a  specific  area  targeted  on  federal  objectives; 
development,  testing,  and  demonstration;  and  manufacture  or  service  characterized  by  provision  of  a  specific 
product.  The  government-university  relationship  for  these  activities  varies  from  a  support  (or  assistance)  mode 
to  a  procurement  mode,  but  all  the  activities  are  currently  burdened  with  a  set  of  financial  accountability 
requirements  appropriate  for  procurement  of  specific,  deliverable  items.  It  is  important  to  recognize  that  much  of 
the  university-based  research  does  not  need  the  hard  edge  of  the  procurement  policies.  Much  of  the  university 
research  will  never  be  amenable  to  such  requirements.  The  Commission  suggests  tailoring  requirements  to  fit  the 
nature  of  the  activity,  in  order  to  protect  the  flexibility  essential  for  productive  research. 
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The  Commission  views  the  Grants  and  Cooperative  Agreements  Act  (Publk  Law  95-224)  as  one  starting  point 
for  evolving  a  better  system  for  federal  research  support.  In  implementing  the  Act  it  will  be  very  important  not 
to  overlook  the  influence  of  long-established  agency  traditions  and  attitudes  about  the  type  of  agreement  the 
agency  uses  to  support  research.  (OMB  solicited  public  comment  on  the  draft  working  papers  for  a  study,  as 
mandated  by  the  Act.  The  Commission  submitted  extensive  comments  on  these  working  papers.  Copies  of  these 
comments  are  available  from  the  Commission.) 

The  proposed  system  of  accountability  would  contain  core  requirements  sufficient  to  avoid  fraud  and  diversion 
from  the  purpose  of  the  activity,  broadly  defined.  These  core  requirements  would  be  applicable  to  all  research 
universities.  As  far  as  possible,  they  would  be  in  the  form  of  principles  or  standards  rather  than  specific 
procedures.  This  form  would  allow  for  the  diversity  of  the  universities'  organizational  structures  and  accounting 
systems.  These  core  requirements  would  be  the  only  requirements  for  basic  research  and  some  applied  research, 
whether  or  not  the  work  is  undertaken  in  support  of  a  specific  federal  mission.  Additional  sets  of  requirements 
would  be  coupled  with  the  core  requirements  when  closer  government  oversight  of  scientific  or  fiscal  matters  is 
consistent  with  the  nature  of  the  activities  and  agreement. 

The  Commission  recommends  developing  a  very  limited  number  of  such  additional  sets  of  requirements.  A 
larger  number  would  exceed  the  administrative  capacity  of  both  the  government  and  the  universities.  The 
selection  of  the  particular  set  of  requirements  would  be  determined  by  the  nature  of  the  activity.  It  would  not  be 
determined  by  the  title  of  the  agreement  (i.e.,  "grant,"  "cooperative  agreement,"  or  "contract")  or  other  kinds 
of  labels  such  as  basic  research,  applied  research,  or  mission-oriented  research. 

Detailed  analyses  of  OMB  Circular  A-21  and  its  recent  revision  and  OMB  Circular  A-110  were  beyond  the  scope 
of  this  Commission.  However,  the  Commission  study  of  accountability  problems  led  us  to  recognize  that  these 
cost  and  management  principles  do  not  provide  the  optimal  principles  for  federally  sponsored  research  agreements 
with  universities.  Although  the  principles  provide  important  safeguards  for  both  the  government  and  the 
universities,  some  needs  of  each  remain  unmet.  Some  government  representatives  believe  the  principles  provide 
inappropriate  latitude  and  inadequate  control  against  waste  or  abuse.  University  representatives  believe  the 
principles  incorporate  some  requirements  which  are  unproductive,  intrusive  and  counterproductive,  or  out  of 
proportion  to  the  risk  of  federal  funds.  The  Commission  believes  that  these  differences  arise  because  the  principles 
imperfectly  accommodate  the  nature  of  the  government,  the  nature  of  the  universities,  and  the  nature  of  the 
activity  involved,  and  because  there  are  significant  differences  in  expectations  regarding  the  purposes  of  the 
government-university  research  relationship.  Therefore, 

2b  The  Commission  recommends  that  the  Office  of  Management  and  Budget,  in  consultation  with  the  federal 
agencies  which  sponsor  research  and  the  universities,  revise  the  federal  cost  principles  (Circular  A-21)  and  the 
federal  management  principles  (Circular  A-110)  as  soon  as  possible,  but  certainly  within  three  to  five  years.  The 
revision  should  assure  that  these  guidelines  for  financial  and  administrative  accountability  (1)  incorporate  features 
which  not  only  control  against  abuse  but  also  facilitate  and  encourage  effective  management,  (2)  are  fully 
consistent  with  the  nature  of  the  research  process,  (3)  accommodate  better  to  the  academic  environment  in  which 
they  must  operate,  and  (4)  are  based  on  better  mutual  understanding  of  the  purposes  of  the  government-university 
research  relationship. 

In  the  following  paragraphs,  the  Commission  makes  several  specific  recommendations.  Some  of  these  will 
require  adjustments  in  A-21  and  A-110  requirements.  These  adjustments  will  relieve  the  current  difficult  situation, 
but  they  probably  will  not  suffice.  A  thorough  re-examination  is  needed,  based  on  a  recognition  of  the  underlying 
operating  principles  of  the  government  and  universities,  and  the  mutual  objectives  of  their  relationship. 


3a.  The  Commission  recommends,  as  a  minimum,  that  the  Office  of  Management  and  Budget  institute  new 
procedures  to  allow  an  opportunity  for  research  funding  agencies  to  comment  on  draft  audit  findings  covering 
their  university  projects.  This  arrangement  would  be  roughly  parallel  with  current  practices  involving  draft  GAO 
management  audit  reports,  and  would  provide  relevant  information  for  the  audit  agency. 

3b.  In  addition  to  the  above  review,  the  Commission  recommends,  as  an  optimum,  that  agency  program  officers 
supplement  their  review  of  final  scientific  reports  with  advisory  observations  concerning  the  reasonableness,  from 
a  research  standpoint,  of  the  expenditures  for  personnel.  The  records  of  sponsoring  agencies  subsequently  would 
be  useful  for  the  independent  financial  audits.  This  would  link  the  technical  review  and  the  financial  audit,  an 
important  linkage  now  missing. 
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The  Commission  understands  and  supports  the  importance  of  the  independent  financial  audit  in  public 
management.  The  Commission  has  observed  that  a  major  cause  of  stress  in  the  government-university  research 
relationship  is  the  extent  to  which  auditing  and  research  program  management  are  separated.  Therefore,  the 
Commission  has  sought  better  arrangements  to  narrow  the  separation  without  either  compromising  the  inde¬ 
pendence  of  the  audit  or  subordinating  research  management  responsibility  to  the  fiscal  au^t. 

The  Commission  notes  that  the  present  system  of  scientific  accountability,  which  relies  heavily  on  the  effec¬ 
tiveness  of  the  selection  process,  seems  to  work  very  well.  The  competition  for  initial  and  renewed  support 
focuses  considerable  emphasis  on  the  productivity  and  significance  of  previous  research.  Only  those  investigators 
who  do  not  immediately  seek  additional  support  escape  this  assessment  of  their  work.  Evaluation  of  the 
productivity  of  research  projects  separate  from  that  involved  in  the  selection  process  would  be  difficult,  costly, 
and  draining  on  limited  research  resources.  A  preferable  approach  would  be  periodic  evaluation  of  the  produc¬ 
tivity  of  a  sample  of  research  activities  as  a  test  of  the  efficacy  of  the  selection  system. 

The  Commission  proposes  that  the  federal  agency  program  officers  accept  responsibility,  in  the  course  of  their 
appraisal  of  progress  or  final  scientific  reports  by  investigators,  for  documenting  their  views  on  the  reasonableness 
of  deviations  from  originally  planned  research  protocols  and  expenditures  for  personnel.  Independent  post 
audits,  which  normally  occur  long  after  the  completion  of  the  project,  would  take  into  account  such  information 
at  its  full  value.  In  this  way,  the  auditor  would  have  the  benefit  of  both  the  programmatic  appraisal  of  the 
investigator's  work  and  a  timely  judgment  by  the  technical  officers  as  to  the  context  of  applied  effort  and  variances 
from  proposed  research  patterns. 

The  Commission  recognizes  that  this  review  would  be  costly  and  might  not  be  feasible  with  current  program 
officer  staffing.  For  this  reason,  it  proposes,  as  a  minimum,  introduction  of  new  procedures  to  provide  for  research 
funding  agencies  to  comment  on  draft  audit  findings  covering  university  projects  they  have  sponsored.  This 
provision  would  help  assure  that  at  least  some  input  from  those  best  able  to  determine  scientific  accountability 
would  be  made  available  for  use  in  the  ultimate  audit  resolution. 

4.  The  Commission  recommends  a  simpler  and  less  costly  method  of  effort  reporting  based  on  responsible  self¬ 
regulation:  the  explicit  certification  by  individual  investigators  that  direct  salary  charges  to  their  research 
agreements  are  reasonable  and  fair,  coupled  with  the  federal  program  officer's  review  of  the  reasonableness  of 
these  expenditures  for  the  work  undertaken. 

The  Commission  has  given  special  attention  to  the  recurring  disagreements  about  documentation  for  salaries 
and  wages  charged  to  federally  sponsored  agreements.  Recommendation  4  deals  with  direct  costs;  recommen¬ 
dation  5  will  deal  with  indirect  costs.  The  government  standard  has  been  the  industrial  model  of  frequent  time 
or  effort  reporting  on  an  after-the-fact  basis.  As  the  magnitude  of  funds  involved  has  increased,  the  government 
has  sought  more  comprehensive  and  more  detailed  reports.  Although  the  new  federal  cost  principles  in  OMB 
Circular  A-21  state  that  "reasonable  accurate  approximation'’"  are  sought,  they  require  documentation  of  any 
apparent  change  in  effort  distribution,  whether  or  not  that  change  is  significant. 

Universities,  however,  operate  on  a  work  assignment  basis.  Hours  worked  or  effort  expended  are  not  used  as 
performance  measures  for  professorial  or  professional  personnel.  There  is  not,  nor  should  there  be,  a  standard 
work  week  for  these  individuals.  The  activity  of  professional  personnel  in  universities  has  a  complex,  multi¬ 
purpose,  joint-product  character.  The  level  of  precision  implied  by  the  federal  reporting  requirements  exceeds 
what  can  honestly  and  usefully  be  accomplished. 

Ironically,  the  same  characteristics  of  universities  which  fit  poorly  with  the  industrial  model  of  effort  reporting 
are  essential  for  the  special  contributions  universities  make  to  the  nation's  research  enterprise.  Unfortunately 
these  characteristics  also  lead  to  concern  about  accountability  for  public  funds.  If  faculty  activity  simultaneously 
serves  multiple  functions  where  the  government  may  have  unequal  interests,  it  is  difficult  for  the  government 
to  assure  that  it  only  reimburses  its  fair  share.  It  is  also  difficult  to  avoid  over-recovery,  intentional  or  uninten¬ 
tional.  The  recent  struggle  to  revise  the  federal  cost  principles  applicable  to  colleges  and  universities  was  largely 
driven  by  the  desire  of  both  the  government  and  the  universities  to  find  satisfactory  answers  to  these  questions. 
Unfortunately,  the  revised  cost  principles  still  are  not  satisfactory. 

A  simpler  and  less  costly  method  is  needed.  The  new  method  should  both  fit  the  nature  of  the  research 
organizations  and  provide  accountability  for  public  funds.  To  this  end,  the  Commission  recommends  a  new 
approach  for  documentation  of  direct  salary  charges.  In  lieu  of  effort  reporting,  the  documentation  would  consist 
simply  of  (1)  the  report  by  the  university  of  the  salaries  charged  to  the  sponsored  agreement;  (2)  the  explicit 
certification  by  the  investigator  that  the  direct  expenditures  for  salaries  and  wages  are  fair  in  terms  of  the  research 
agreement;  and  (3)  the  assessment  by  the  federal  program  officer  of  the  reasonableness  of  these  expenditures  for 
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the  work  undertaken.- The  program  officer's  acceptance  of  the  reasonablei  ess  of  these  expenditures  would 
constitute  the  formal  determination  of  their  allowability.  Periodic  audit  of  the  i.’stitution's  payroll  system  would 
be  undertaken  by  federal  auditors  or  independent  auditors  to  assure  that  tht.  system  has  adequate  controls 
against  fraud. 

This  approach  reflects  the  actual  work  assignment  process,  uses  information  from  those  most  knowledgeable, 
provides  for  checks  and  balances  within  the  institution,  and  provides  for  independent  audit  of  the  payroll  system. 
It  would  actually  improve  accountability,  since  it  provides  for  consideration  by  the  government  of  reasonableness 
of  salaries  charged  in  terms  of  work  undertaken. 


5.  The  Commission  recommends  that  government  agencies  and  universities  jointly  construct  an  option,  anal¬ 
ogous  to  the  "standard  deduction”  in  income  tax  calculation,  to  charge  activity  which  is  treated  as  indirect  costs 
under  sponsored  agreements.  The  fixed  percentage  would  be  negotiated.  It  might  either  he  uniform  or  vary  from 
institution  to  institution.  Some  universities  would  not  receive  full  credit  for  their  allowable  indirect  costs. 
However,  accountability  would  be  fully  served  and  both  government  and  universities  would  reduce  the  burden  of 
detailed  accounting  and  audit. 

Faculty  effort  devoted  to  activities  charged  as  indirect  costs,  such  as  departmental  administration  and  research 
administration,  is  especially  difficult  to  document.  This  effort  tends  to  be  a  relatively  small  percentage  of  an 
individual's  total  assignment,  it  is  usually  intermittent,  and  it  may  fluctuate  throughout  the  year.  However,  the 
annual  and  institutional  aggregate  of  such  faculty  effort  is  sizeable.  The  extent  of  faculty  engagement  in  such 
activity  is  heavily  influenced  by  the  organizational  details  and  philosophy  of  the  particular  institution.  The  cost 
of  such  activity  is  likely  to  vary  among  institutions,  but  may  vary  little  from  year  to  year  for  the  same  institution. 

The  current  and  revised  cost  principles  already  provide  an  option  for  "small"  institutions,  those  with  less  than 
$3  million  per  year  in  federally  sponsored  project  funds,  to  select  a  simplified  general  procedure  for  calculation 
of  indirect  costs.  The  Commission  is  recommending  introduction  of  another  option  by  which  any  institution 
could  elect  a  modest  fixed  percentage  recovery  for  the  indirect  cost  component  for  faculty  administrative  work 
allocable  to  organized  research.  This  fixed  percentage  charge  would  be  used  in  lieu  of  full  recovery  based  on  full 
documentation  and  would  allow  some  simplification  of  the  present  burdensome  documentation  requirements. 
Such  an  approach  would  be  analogous  to  the  option  to  use  either  the  standard  deduction  or  documented  itemized 
deductions  in  income  tax  calculations.  It  would  remove  a  source  of  recurring  stress  in  the  government-university 
relationship. 

The  setting  of  the  fixed  indirect  cost  rate  should  provide  fair  compensation  and  assure  that  the  cost  to  the 
government  would  not  exceed  actual  allowable  costs.  While  a  standard  fixed  rate,  applicable  for  all  institutions 
which  elect  the  option,  would  be  the  simplest  to  administer,  it  may  be  necessary  to  provide  for  individual 
negotiations  to  set  the  fixed  rate  in  an  equitable  manner.  If  the  latter  were  the  case,  the  fixed  rate  should  be  set 
for  multi-year  periods.  Whether  or  not  to  use  the  fixed  rate  option  should  be  the  choice  of  the  institution. 

When  coupled  with  the  simplified  approach  for  documenting  salaries  charged  as  direct  costs  (see  Recommen¬ 
dation  4),  the  "standard  deduction"  option  would  provide  good  accountability.  It  would  use  methods  more 
appropriate  to  the  research  environment  and  less  costly  for  both  the  government  and  the  universities. 

The  "standard  deduction"  option  also  could  be  used  in  conjunction  with  other  methods  of  documenting 
salaries  charged  as  direct  costs.  If  it  were  employed  with  the  monitored  workload  method  given  in  the  revised 
Circular  A-21,  that  method  would  become  a  real  option  for  many  institutions  which  now  find  it  unworkable  to 
project  workload  assignments  for  indirect  cost  activities  for  faculty. 


6.  The  Commission  recommends  that  university  presidents  review  their  financial  management  systems.  Uni¬ 
versities  should  invest  sufficient  resources  to  ensure  adequate  control  and  accounting  for  the  expenditure  of 
research  funds.  These  systems  must  provide  timely  and  accurate  financial  information  necessary  for  effective 
research  management  by  research  investigators.  In  turn,  research  investigators  must  meet  the  responsibilities  and 
obligations  ivhich  accompany  their  use  of  public  funds. 

In  making  this  recommendation,  the  Commission  is  stating  the  obvious.  Some  universities  have  not  adequately 
adapted  their  financial  management  systems  to  accommodate  all  the  special  requirements  imposed  by  the  use  of 
public  funds.  One  aspect  is  most  often  addressed  inadequately.  This  is  the  timely  and  accurate  financial  infor¬ 
mation  necessary  to  university  researchers  for  prudent  management  of  research  programs.  Without  such  infor¬ 
mation  other  accountability  problems  inevitably  follow. 
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In  universities  the  individual  researcher  has  the  primary  operational  responsibility  for  both  the  scientific  and 
fiscal  project  management  of  federally  sponsored  research.  The  universities  must  ensure  that  their  researchers 
recognize  and  meet  this  responsibility  and  therefore  must  provide  them  with  the  management  information  they 
need  to  do  so,  e.g.,  current  expenditure  and  cost  encumbrance  information. 

Most  universities  have  tried  to  shield  their  researchers  as  much  as  possible  from  the  burdens  of  administrative 
work.  However,  given  the  project  system  of  support,  such  insulation  actually  can  undermine  the  researchers' 
ability  to  carry  out  their  operational  responsibilities.  A  new  balance  must  be  struck  to  promote  more  informed 
and  effective  collaboration  between  researchers  and  administrators  in  universities.  This  will  be  fostered  by 
improved  federal  accountability  requirements  which  are  productive  and  appropriate  to  the  research  process  and 
the  organizational  environment. 

7.  The  Commission  recommends  that  the  government  and  universities  develop  revised  financial  and  scientific 
accountability  processes  which  increase  the  flexibility  and  incentives  for  investigators  to  manage  research  funds 
in  a  scientifically  prudent  manner. 

The  Commission  has  become  convinced  that  improved  accountability  for  public  funds  will  not  emerge  from 
imposition  of  tighter  controls  no  matter  how  rigorously  they  are  enforced,  and  that  such  an  approach  will 
exacerbate  the  present  problems.  This  approach  would  result  in  large  part  from  a  combination  of  ill-fitting, 
unproductive,  and  excessive  requirements,  suspicion  and  distrust  growing  out  of  different  perspectives  and 
expectations  regarding  the  government-university  relationship,  and  an  accumulation  of  regulations  to  the  point 
of  overloading  the  institutions'  capacity  to  respond. 

The  present  rules  erect  artificial  and  unnecessary  barriers  to  resource  sharing,  economy  measures,  and  re¬ 
budgeting  to  respond  to  research  or  management  opportunities.  Mechanisms  for  increasing  the  flexibility  of 
investigators  to  manage  the  resources  should  be  provided.  With  more  flexible  arrangements,  investigators  can 
amplify  the  purchasing  power  of  their  funds  and  take  proper  advantage  of  unanticipated  leads  in  their  research. 
Without  flexible  arrangements  the  creativity  and  innovation  for  which  the  funds  are  provided  is  impeded. 

The  Commission  applauds  the  flexibility  provided  many  years  ago  by  the  pioneering  work  of  the  NIH  in 
delegating  certain  prior  approval  authority  to  grantee  institutions  and  more  recently  by  the  NSF  in  its  experiment 
in  post-award  administration.  The  Commission  believes  that  these  approaches  should  be  expanded  in  scope  and 
adopted  by  other  agencies.  Recommendations  8  through  10  suggest  how  these  objectives  can  be  accomplished. 

This  recommendation  for  increased  flexibility  is  purposely  directed  at  both  the  government  and  the  universities. 
Some  institutions  are  overly  cautious  in  their  responses  to  federal  requirements,  while  others  must  contend  with 
state  regulations  that  are  complex  and  also  may  conflict  with  the  federal  regulations.  The  result  can  be  institutional 
interference  with  research  not  required  by  the  federal  provisions.  The  Commission  urges  aU  institutions  to 
examine  the  necessity  of  their  own  restraints  on  the  flexibility  of  the  investigator. 

8.  The  Commission  recommends  that  agencies  delegate  to  the  universities  more  authority  to  make  budgeting 
and  management  decisions  under  sponsored  agreements. 

During  the  period  of  a  sponsored  agreement,  changes  in  the  original  budget  or  management  plans  may  become 
necessary.  For  most  agencies,  certain  changes  require  the  written  prior  approval  of  the  agency.  Such  approval 
is  almost  always  forthcoming,  but  the  approval  process  introduces  delays  and  paperwork.  Delegation  of  the 
authority  to  give  prior  approval  to  an  Institutional  Prior  Approval  System  (as  NIH  and  NSF  have  done  for  certain 
changes)  makes  the  university  responsible  for  enforcing  the  government  requirements  using  the  government's 
criteria  for  making  the  decision.  Such  delegation  places  the  responsibility  in  the  hands  of  those  who  have  the 
information  for  prudent  judgments  and  reduces  both  paperwork  and  delays  in  obtaining  decisions. 

The  key  elements  in  an  Institutional  Prior  Approval  System  (IPAS)  are: 

(a)  Local  decision-making  structures  tailored  to  the  particular  institution  and  designed  to  preclude  conflict  of 
interest.  Normally,  an  institution  would  develop  a  single,  campus-wide  IPAS  system,  but  situations  may  arise 
where  a  separate  system,  might  be  necessary  to  meet  the  needs  of  a  portion  of  a  campus.  Different  institutions 
and  different  campuses  within  the  same  institution  will  probably  develop  different  systems.  All  systems  will 
provide  for  the  proj'ect  directoP s  approval  and  independent  review  of  propriety  and  allowability  for  the  decisions 
involved. 

(b)  Accreditation  of  an  individual  institution's  prior  approval  system  by  a  single  federal  agency  so  that  the 
system  need  not  be  reviewed  separately  by  all  the  agencies  which  have  sponsored  agreements  with  the  institution. 
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(c)  Delegation  of  the  same  decision  items  by  all  participating  agencies,  sucii  as  acquisition  of  special  purpose 
equipment  costing  more  than  $1,000,  rebudgeting  of  equipment  or  travel  beyond  the  limitations  presently 
imposed,  no-cost  extensions  of  contractual  periods,  and  the  pre-award  costs  d-  scribed  in  Recommendation  10 
below. 

(d)  Reservation  by  the  government  of  prior  approval  authority  for 
—change  in  project  director; 

— significant  change  in  project  director's  level  of  effort; 

— significant  change  in  scope  of  work; 

— change  in  the  Institutional  Prior  Approval  System  itself. 

These  reservations,  together  with  overall  cost  limitations,  protect  agency  control  over  major  budget  elements. 

(e)  Documentation  of  decisions  made  within  the  institutional  Prior  Approval  System,  including  certification 
that  the  prescribed  criteria  have  been  considered  by  authorized  individuals. 

(f)  Provision  of  information  about  delegated  decisions  to  the  funding  agency  program  manager. 

(g)  Periodic  audit  of  the  institution's  compliance  with  the  charter  of  its  accredited  prior  approval  system. 

The  establishment  of  an  IPAS  in  any  university  will  of  course  require  the  approval  and  agreement  of  both  the 
government  and  the  university.  A  university  which  seeks  approval  of  an  IPAS  must  be  free  to  design  a  system 
to  suit  its  own  structure  and  needs,  but  the  government  must  be  convinced  that  the  proposed  design  will  provide 
the  necessary  accountability.  It  must  be  understood  by  the  university  and  its  researchers  that  the  benefits  of  an 
IPAS  can  be  obtained  only  at  the  cost  of  assuming  the  burden  of  the  responsibility  it  entails,  and  that  the 
performance  of  the  system  is  subject  to  government  review  and  audit. 

Widespread  use  of  Institutional  Prior  Approval  Systems  will  increase  the  productivity  of  government  research 
funds  and  will  reduce  the  administrative  work  of  sponsoring  agencies.  The  IPAS  is  not  a  new  approach.  The 
NIH  system  of  limited  delegation  of  prior  approval  authority  has  operated  successfully  for  about  fifteen  years. 
The  current  NSF  experiment  with  greater  delegation  has  been  judged  highly  successful  in  its  preliminary 
evaluation.  The  Commission  is  recommending  the  expansion  of  a  concept  which  has  already  been  tried.  Over 
time,  widespread  and  successful  operation  of  such  systems  should  lead  to  expanded  responsibility  and  flexibility 
for  the  universities,  with  greater  accountability,  productivity,  and  cost  savings  for  both  sponsoring  agencies  and 
universities. 

9.  The  Commission  recommends  that  Congress  authorize  and  agencies  develop  arrangements  for  aggregating 
individual  research  projects  for  administrative  purposes. 

Related  research  programs  funded  under  several  agreements  or  by  several  federal  agencies  need  arrangements 
for  post-award  aggregation  of  their  administration.  This  also  would  streamline  the  administration  of  multiple 
awards  from  the  same  agency  to  investigators  in  a  single  department  or  other  university  unit.  The  narrow  focus 
of  many  individual  research  agreements  has  introduced  unnecessary  barriers  to  good  management  and  has 
created  cost  transfer  problems.  Aggregation  for  post-award  administration  would  (a)  facilitate  effective  use  of 
funds  by  reducing  the  necessity  of  cost  transfers  among  related  projects;  (b)  allow  efficient  pooling  of  resources; 
(c)  eliminate  the  pressure  for  end-of-year  spending  associated  with  one-year  conrinuing  grants;  and  (d)  simplify 
effort  reporting  for  individuals  whose  projects  are  contained  within  the  aggregate. 

Aggregated  awards  would  allow  for  both  scientific  and  financial  accountability.  Aggregation  would  not  jeop¬ 
ardize  the  control  by  the  individual  investigator,  because  the  project  director  must  approve  movement  of  funds 
from  a  project  within  the  aggregate.  Scientific  reporting  would  be  done  as  it  is  now,  with  each  investigator 
responsible  to  report  to  the  sponsoring  agency  on  each  award  received.  The  integrity  of  congressional  authori¬ 
zations  and  appropriations  is  carefully  maintained,  because  aggregation  is  post-award  and  scientific  reporting  is 
maintained  on  a  project  basis. 

The  administrative  efficiencies  of  aggregated  arrangements  would  benefit  investigators,  universities,  and  the 
government.  The  strong  incenrives  investigators  have  for  controlling  the  resources  they  have  developed,  and  the 
insritution's  authorized  prior  approval  system  (described  in  Recommendation  8),  provide  the  checks  and  balances 
necessary  for  ensuring  that  the  sponsoring  agency's  intent  is  preserved. 

It  should  be  noted  that  some  efforts  toward  aggregation  already  are  being  made,  e.g.,  the  mechanisms  provided 
by  the  Joint  Funding  Simplification  Act  and  the  recent  NSF  Master  Grant  Experiment  with  selected  chemistry 
departments. 
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10.  The  Commission  recommends  that  government  agencies  improve  the  management  of  research  funds  by 
eliminating  unnecessary  constraints  on  the  timing  of  expenditures.  Specifically,  the  Commission  recommends 
institutional  authorization  for  pre-award  expenditures  up  to  90  days  prior  to  the  effective  date  of  awards  and  for 
carry-over  of  surpluses  or  deficits  to  the  following  contractual  period,  at  least  up  to  a  specified  percentage  of  the 
total  award  for  that  period.  This  involves  no  risk  or  commitment  by  the  sponsoring  agency. 

Expenditures  incurred  prior  to  the  effective  date  of  an  award  or  beyond  its  expiration  date  are  not  usually 
allowable.  These  restrictions  assume  that  research  can  be  forced  to  operate  within  an  annual  cycle.  They 
underestimate  both  the  likelihood  of  uncertainty  and  the  importance  of  stability  and  continuity  in  the  research 
process. 

The  Commission  recommends  delegation  to  the  institution  of  the  authority  to  approve  expenditures  which  are 
beneficial  to  the  research  up  to  ninety  days  before  the  effective  date  of  the  award.  This  provision  would  facilitate 
equipment  ordering  and  recruitment  of  personnel  for  new  projects  and  would  enable  continuing  projects  to 
proceed  without  interruption.  The  provision  will  require  some  risk  management  by  the  universities,  because  the 
awards  they  anticipate  receiving  sometimes  are  not  finally  funded. 

The  Commission  also  recommends  that  project  directors  be  permitted  to  carry  over  surpluses  (or  deficits)  to 
the  following  contractual  periods,  at  least  up  to  a  percentage  ceiling.  This  provision  would  eliminate  some  of  the 
impetus  for  cost  transfers,  reduce  inefficient  expenditure  patterns,  and  reduce  administrative  costs.  Tight  budgets 
and  future  uncertainties  now  force  investigators  to  choose  among  artificially  narrow  options  when  research 
directions  change,  when  unexpected  delays  yield  a  balance  at  the  end  of  a  budget  period,  or  when  an  award  is 
delayed.  Limiting  carry-overs  to  a  fixed  percentage  of  overall  expenditures  will  provide  safeguards  for  the 
government  while  allowing  needed  flexibility  for  research. 

11.  The  Commission  recommends  that  Congress,  the  agencies,  and  the  universities  assure  that  the  processes  of 
accountability  themselves  meet  the  tests  of  accountability.  The  processes  should  yield  results  which  justify  their 
cost.  One  important  application  of  this  principle  would  be  the  elimination  of  the  documentation  now  required  by 
legislated  cost-sharing  on  research  grants. 

The  practice  of  accountability  is  not  free.  The  universities  and  the  government  are  both  prepared  to  pay  for 
sound  accountability  practices.  Where  there  is  little  or  no  return  for  the  accountability  effort,  those  accountability 
requirements  should  be  set  aside  for  they  drain  both  energy  and  resources  from  the  research  staff.  The  distinction 
between  fitting  and  gratuitous  requirements  can  be  a  difficult  matter  of  judgment,  involving  careful  consideration 
of  the  balance  between  the  cost  and  the  benefits  of  the  requirements. 

A  clear-cut  example  of  a  gratuitous  requirement  is  documentation  of  legislatively  mandated  cost-sharing  in 
research  grants  to  universities.  Universities  bear  a  significant  part  of  the  cost  of  basic  research  in  this  country, 
because  they  accept  research  as  one  of  their  principal  functions.  For  their  own  purposes  they  have  little  or  no 
need  to  budget  or  account  separately  for  such  activities.  Specific  documentation  of  the  cost-sharing  now  required 
by  statute  for  research  grants  has  virtually  no  effect  on  the  amount  of  research  support  the  institutions  provide. 
The  documentation  does  impose  a  costly  paperwork  burden  on  the  institutions  while  exacerbating  the  effort 
reporting  problem  by  adding  another  category  of  faculty  member  effort. 

Despite  recommendations  to  eliminate  the  general  cost-sharing  requirement  by  the  Government  Procurement 
Commission,  by  the  Interagency  Task  Force  which  studied  the  recommendations  of  the  Procurement  Commis¬ 
sion,  and  by  the  Federal  Paperwork  Commission,  the  requirement  remains  in  force.  The  time  has  come  to  rescind 
it. 

Another  example  of  nonproductive  documentation  is  the  current  effort  reporting  methods  which  are  discussed 
above  along  with  proposed  alternative  methods  under  Recommendations  4  and  5.  These  methods  require  detailed 
documentation  of  personnel  activity  distributed  into  numerous  categories  and  documentation  of  any  apparent 
change  in  effort  distribution,  whether  or  not  the  change  is  significant.  Such  requirements  ignore  the  essential 
interrelatedness  of  the  activities  and  overlook  considerations  of  materiality.  They  demand  a  precision  which 
exceeds  what  honestly  can  be  provided.  They  defeat  the  purpose  of  accountability. 
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Toward  Improvements:  An  Evolution 


In  the  course  of  its  study  on  accountability,  the  Commission  received  information  and  views  from  scores  of 
persons  in  government  and  in  the  research  universities.  Some  general  observations  and  reflections  arose  from 
our  experiences  in  addressing  these  matters.  These  observations  are: 

1.  The  difficulties  between  the  universities  and  the  government  over  accountability,  and  over  other  issues  as 
well,  have  not  appeared  overnight.  Nor  is  it  likely  that  they  can  be  caused  to  disappear  in  a  short  time. 

2.  Since  the  government-university  relationship  is  an  important  national  resource,  its  evolution  is  perhaps  too 
critical  a  matter  for  a  laissez-faire  approach. 

3.  The  Commission's  relatively  broad-based  membership  and  freedom  from  institutional  obligations  has 
broadened  the  perspective  and  increased  the  objectivity  of  each  member.  In  its  deliberations  the  Commission 
often  felt  the  need  for  participation  of  more  representatives  of  the  government  as  members.  This  was  despite  the 
generous  contributions  of  time  and  thought  which  government  officials  gave  to  the  Commission  through  testi¬ 
mony  and  consultation. 

4.  The  Commission's  isolation  from  day-to-day  controversies  between  the  universities  and  the  government 
was  an  advantage  in  its  work. 

The  Commission  believes  that  there  is  a  gap  between  the  government  and  the  universities.  This  requires  a 
bridging  process  whereby  the  concerned  parties  can  see  the  relationship  as  a  whole,  and  guide  its  evolution  in 
directions  that  assure  its  strength  and  vitality.  Although  the  Commission  has  not  yet  settled  on  a  solution,  we 
offer  for  discussion  the  following  preliminary  suggestion: 

The  creation,  as  an  experiment  for  five  years,  of  a  new,  independent  Forum  whose  purpose  would  be  to 
watch  over  the  government- university  research  relationship  and  to  guide  its  evolution. 

Such  a  Forum  should  provide  a  non-adversarial  setting.  Here  persons  from  the  public.  Congress,  universities, 
and  federal  agencies  would  address  the  major  policy  issues  and  problems  in  the  research  associations  between 
the  universities  and  the  government.  They  would  derive  effective  responses  in  terms  of  the  objectives  of  the 
relationship  and  its  overall  role  in  the  national  research  enterprise. 

Such  a  Forum  should  not  be  a  debating  society.  Nor  should  it  be  a  substitute  for  the  organizations  which  deal 
with  the  day-to-day  problems  in  the  government's  sponsorship  of  research  in  universities. 

If  convened  by  a  highly  respected  non-govemmental  or  quasi-govemmental  organization,  or  by  a  private 
foundation  with  a  strong  interest  in  the  national  research  enterprise,  perhaps  such  a  Forum  could  accomplish 
what  present  structures  have  been  unable  to  do. 
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DEPARTMENT  OF  PHYSIOLOGY  SAN  FRANCISCO,  CALIFORNIA  94143 

SCHOOL  OF  MEDICINE 
PHONE:  415-666-1751 

February  20,  1980 


Dr.  Donald  S.  Fredrickson 

Director,  National  Institutes  of  Health 

Bethesda,  MD  20205 

Dear  Dr.  Fredrickson: 

The  enclosed  document  is  based  upon  the  notes  that  were  used 
in  my  presentation  of  the  indirect  cost  allowance  issue  at  the 
February  4,  1980  meeting  of  the  National  Advisory  Eye  Council.  These 
notes  have  been  somewhat  amplified  as  the  result  of  additional 
thought  about  this  issue.  The  aim  is  to  provide  you  with  a  carefully 
prepared  document  that  outlines  the  main  aspects  of  this  issue  as 
clearly  as  I  can.  Please  feel  free  to  use  this  document  in  any  way 
that  you  deem  helpful.  I  trust  that  you  will  find  the  information 
and  reasoning  a  sufficient  basis  for  the  requested  study.  If  I  have 
been  successful  in  identifying  and  describing  the  main  aspects  of 
this  issue,  I  trust  that  this  document  may  also  provide  a  useful 
starting  point  for  those  who  participate  in  that  study. 

Respectfully  submitted, 

Kenneth  T.  Brown 

Professor  of  Physiology 


KTB : mr 
Enclosure 
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Kenneth  T.  Brown 


Presentation  of  the  Indirect  Cost  Allowance  issue  to 
Dr.  Fredrickson,  Director  of  NIH,  at  meeting  of  National 
Advisory  Eye  Council  on  Feb.  4,  1980 


Introduction 

I  have  been  asked  by  Dr.  Geller  to  introduce  this  subject,  and  to  begin 
by  reviewing  briefly  the  history  of  this  subject,  as  it  has  been  treated 
by  the  NAEC.  Some  review  is  required,  since  5  new  Council  members  are 
meeting  with  us  for  the  first  time.  Following  this  review,  some  newly 
developed  information  will  be  presented,  and  some  critical  aspects  of  the 
issue  will  be  commented  upon.  It  is  hoped  that  this  will  provide  a  useful 
groundwork  for  discussion  of  this  issue. 


History  of  this  issue  in  NAEC  to  date 


At  the  last  meeting  of  the  NAEC,  in  October,  Dr.  Kaufman  and  I  expressed 
particular  concern  that  the  rapid  growth  of  the  indirect  cost  allowance 
in  recent  years  appears  to  have  reduced  significantly  the  funds  available 
for  direct  research  costs.  If  so,  this  is  a  budgetary  problem  of  major 
import  to  the  NEI  and  to  the  research  community  which  it  supports. 

Since  the  policy  level  for  indirect  cost  allowances  is  Congress,  with  the 
administration  of  those  policies  carried  out  by  the  General  Accounting 
Office,  of  course  this  Council  has  no  jurisdiction  over  that  issue. 

But  we  are  directly  involved  with  NEI  budget  matters  that  are  affected 
by  the  indirect  cost  allowance,  so  it  seemed  appropriate  that  we  make  our 
views  known  on  this  issue. 

Since  this  issue  affects  the  entire  NIH  similarly  to  NEI,  it  was  decided 
that  a  resolution  should  be  drafted  requesting  that  Dr.  Fredrickson,  as 
Director  of  NIH,  undertake  a  re-examination  of  this  issue.  Following 
the  Council's  request.  Dr.  Kaufman  and  I  then  drafted  the  resolution, 
which  was  approved  unanimously  and  sent  to  Dr.  Fredrickson. 

At  a  meeting  on  Nov.  20,  1979,  when  the  NEI  presented  its  1982-1984 
Research  Forward  Plan  to  Dr.  Fredrickson,  NEI  staff  and  some  members  of 
this  Council  discussed  the  issue  further  with  Dr.  Fredrickson. 

Today  Dr.  Fredrickson  has  joined  us  to  discuss  this  matter  in  more 
detail. 
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Significance  of,  and  reaction  to,  this  Council's  Oct,  resolution 

Our  initial  resolution  to  Dr.  Fredrickson  was  drafted  in  considerable 
haste,  with  full  knowledge  that  this  might  result  in  an  imperfect 
document,  but  our  overriding  concern  was  to  urge  consideration  of 
this  matter  as  soon  as  possible. 

The  main  thrust  of  our  resolution  was  in  the  7-point  summary  of  reasons 
for  considering  that  this  issue  now  requires  re-examination.  The  specific 
recommendation  to  reduce  indirect  costs  by  1/3  was  only  given  as  an 
example  of  the  kind  of  action  that  might  be  taken.  In  fact,  following 
Council  discussion  at  the  Oct.  meeting,  it  was  my  understanding  that 
this  specific  suggestion  would  be  dropped  from  the  final  draft  of  the 
resolution,  which  would  instead  only  request  Dr.  Fredrickson  to  initiate 
a  thorough  study  of  the  indirect  cost  issue.  So  the  suggestion  of 
reducing  indirect  cost  allowances  by  1/3  may  have  appeared  in  the  final 
draft  only  because  of  an  internal  communication  problem.  In  any  event, 
it  was  only  a  suggestion  of  one  possible  course  of  action,  and  it  was 
never  intended  as  a  final  recommendation  from  this  Comcil. 

Following  its  unanimous  adoption  at  the  Oct.  meeting.  Dr.  Duane  subsequently 
withdrew  his  support  from  that  resolution.  Dr.  Duane  assures  me  that  this 
was  only  because  he  feels  uncertain  about  the  final  action  which  should  be 
taken,  an  uncertainty  that  I  am  sure  we  all  share,  and  that  he  still 
supports  our  initiative  to  re-examine  this  issue.  Hence  to  my  knowledge 
all  members  of  this  Council  who  were  present  at  the  Oct.  1979  meeting  are 
still  unanimously  in  support  of  the  main  thrust  of  this  resolution. 

Dr.  Fredrickson  has  now  received  a  number  of  letters  from  university 
administrators.  Though  these  letters  protested  the  suggested  1/3  cut 
of  indirect  costs,  they  dealt  little,  if  at  all,  with  the  substantive 
issues  of  our  resolution  which  make  it  important  to  re-examine  indirect 
costs.  Also,  I  am  aware  that  faculty  members  at  many  universities  are 
concerned  about  the  rapid  rise  of  indirect  cost  allowances  in  recent  years. 
The  basis  of  their  concern  is  similar  to  ours,  namely  their  perception  that 
this  has  reduced  funds  available  for  direct  research  costs,  with  an 
attendant  increase  in  the  difficulty  of  obtaining  adequate  support  for 
high  quality  research.  But  our  resolution  has  not  elicited  letters  from 
university  faculty.  This  may  be  ascribed  partly  to  the  fact  that  people 
seldom  write  when  they  agree  with  your  actions.  Also,  many  faculty  are 
understandably  reluctant  to  visibly  support  actions  that  are  opposed  by 
administrators  at  their  own  universities,  since  they  are  dependent  upon 
those  administrators  for  many  practical  aspects  of  their  careers  and 
their  work.  In  short,  we  have  thus  far  heard  only  from  university 
administrators  on  this  issue.  Though  there  is  reason  to  believe  that 
university  faculty  would  support  the  main  thrust  of  our  Oct.  resolution, 
it  seems  unlikely  that  their  views  on  this  subject  will  be  as  voluntarily 
and  frankly  offered  as  the  views  of  university  administrators. 

In  summary,  events  subsequent  to  our  resolution  have  given  no  reason  to 
doubt  the  importance  of  re-examining  indirect  cost  allowances. 
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Preliminary  budgetary  analysis  of  the  problem  for  NET  and  NIH 

Following  the  Nov.  meet  with  Dr.  Fredrickson,  steps  were  taken  by  NEI, 
under  Dr.  Geller’s  direction,  to  develop  some  detailed  figures  on 
budgetary  aspects  of  the  increased  indirect  cost  allowance  over  the 
period  1970-79.  This  analysis  was  intended  to  provide  preliminary 
information,  based  upon  data  readily  available  to  NEI,  which  would  be 
helpful  in  assessing  the  magnitude  of  the  problem  that  has  developed. 

This  information  is  summarized  in  charts  provided  to  you  before  the 
meeting,  and  these  charts  are  also  enclosed  as  an  addendum  to  these 
notes. 

Chart  2  shows  that  for  NEI,  the  percentage  of  total  RO-1  grant  funds  that 
went  into  indirect  costs  increased  from  23.4  to  29.2%  over  this  nine-year 
period.  Of  course  this  meant  that  the  percentage  of  total  funds  that 
went  into  direct  costs  declined  from  76.6  to  70.8%  over  the  same  period. 
Some  better  idea  of  the  impact  of  this  upon  direct  cost  funds  may  be 
gained  by  looking  at  absolute  amounts.  In  1979  the  funds  available  for 
direct  costs  were  about  50  million.  But  if  the  same  percentage  of  total 
funds  had  been  available  for  direct  costs  in  1979  as  in  1970,  that  amount 
would  have  been  about  54.2  million.  In  other  words,  the  increased 
indirect  cost  allowance  over  that  nine-year  period  appears  to  have 
reduced  the  funds  available  for  direct  costs  in  1979  by  more  than  4 
million  dollars. 

To  what  extent  is  NEl’s  problem  an  adequate  sample  of  the  overall  problem 
of  NIH?  Chart  1  shows  that  the  increased  indirect  cost  allowance  of  NEI 
has  been  closely  paralleled  by  the  increased  indirect  cost  allowance  for 
NIH.  In  this  chart  the  indirect  cost  allowance  is  expressed  as  a 
percentage  of  the  direct  costs.  From  1970  to  1979  it  increased  from 
about  31  to  41%  for  NEI,  while  it  increased  from  about  28.5  to  41%  for 
NIH  as  a  whole.  Hence  the  increase  for  NIH  as  a  whole  has  been  somewhat 
greater,  about  12.5%  compared  with  10%  for  NEI. 

Again,  some  better  idea  of  the  impact  upon  NIH  may  be  gained  by  looking 
at  actual  dollar  amounts.  I  am  informed  that  in  fiscal  1979  the  total 
funds  budgeted  for  RO-1  grants  in  NIH  as  a  whole  were  about  1409  million 
dollars.  From  information  in  Chart  1,  it  is  readily  calculated  that  only 
about  998  million  of  this  was  available  for  direct  costs.  But  if  the 
percentage  indirect  cost  allowance  had  not  increased  from  the  1970  level, 
it  is  calculated  that  about  1096  million  would  have  been  available  in 
direct  costs.  So  the  increased  percentage  indirect  cost  allowance  from 
1970  to  1979  appears  to  have  reduced  the  amount  available  to  NIH  for 
direct  costs,  in  1979  alone,  by  about  98  million  dollars.  It  would  seem 
that  this  is  a  useful  index  of  the  impact  of  increased  indirect  costs 
over  this  9-year  period  upon  the  direct  cost  funds  available  to  NIH. 

It  is  also  pertinent  to  see  how  the  indirect  cost  allowance  has  increased 
at  various  universities  during  the  period  1970-1979.  This  is  shown  in 
Charts  3-5  for  nine  of  the  top  universities,  based  upon  direct  costs 
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received  from  NEI  funds  in  1979.  In  three  of  these  universities  there  was 
little  or  no  increase.  The  other  universities  showed  varying  rates  of 
increase,  and  in  one  case  the  increase  was  from  27  to  64%  over  the  nine-year 
period.  It  should  be  noted  that  Charts  3-5  all  express  indirect  costs  as 
a  percentage  of  the  total  direct  costs.  Although  the  basis  upon  which 
indirect  costs  are  actually  negotiated  varies  considerably  between 
universities,  these  variations  are  eliminated  as  far  as  possible  by 
expressing  all  indirect  costs  in  a  similar  manner. 

Because  of  the  varying  rates  at  which  indirect  cost  allowances  increased 
among  universities  in  recent  years,  by  1979  there  was  a  great  spread  of 
indirect  cost  allowances  being  applied  at  different  universities.  For 
those  9  universities  shown  in  the  charts,  the  spread  in  1979  was  from 
about  28  to  64%.  But  for  all  universities  supported  by  NEI,  Table  1 
shows  that  the  spread  was  from  15.4  to  90.3%.  Of  course  this  range  means 
that  in  1979  the  percentage  indirect  cost  allowance  varied  between 
universities  by  a  factor  of  almost  6/1. 


Some  critical  aspects  of  the  indirect  cost  issue 

Our  preliminary  budget  analysis  indicates  that  the  percentage  indirect 
cost  allowance  has  increased  rapidly  in  recent  years,  with  increasingly 
severe  consequences  for  direct  costs  of  research  supported  by  NEI  and  NIH. 
Also,  the  percentage  indirect  cost  allowance  has  increased  at  widely 
varying  rates  in  different  universities,  so  that  the  percentage  indirect 
cost  allowance  now  varies  greatly  between  universities.  One  fears  that 
the  high  indirect  cost  allowances  at  some  universities  will  now  set 
precedents  that  some  other  universities  will  attempt  to  follow,  thus 
contributing  further  to  the  upward  spiral  of  the  overall  indirect  cost 
allowance . 

Since  the  indirect  cost  allowance  is  a  percentage  of  the  direct  cost 
allowance,  it  should  be  noted  that  the  funds  available  for  indirect  costs 
are  automatically  protected  against  inflation  by  the  inflationary  increase 
of  direct  costs.  The  demonstrated  recent  increases  of  the  overall 
percentage  indirect  cost  allowance  might  be  justified  if  the  inflationary 
factor  applied  to  indirect  costs  should  realistically  be  larger  than  that 
applied  to  direct  costs.  But  all  researchers  know  that  direct  research 
costs  have  been  subject  to  exceptional  inflation.  Hence  one  wonders 
whether  realistically  the  inflationary  increase  of  direct  costs  has  not 
exceeded  the  Inflationary  increase  of  indirect  costs.  If  so,  events  of 
the  recent  past  have  been  contrary  to  inflationary  realities.  Table  1 
shows  that  for  RO-1  grant  funds  awarded  by  NEI,  the  average  direct  costs 
per  grant  increased  from  1970  to  1979  by  87%,  while  the  average  indirect 
costs  per  grant  increased  by  150%  during  the  same  period. 

The  percentage  indirect  cost  allowance  should  also  protect  indirect 
cost  funds  against  geographical  variations  of  indirect  costs,  since 
one  may  expect  these  geographical  variations  to  be  similarly  reflected 
in  direct  costs.  Hence  it  is  likewise  difficult  to  understand  the  great 
variation  of  percentage  indirect  cost  allowances  between  universities. 
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In  trying  to  understand  the  basis  of  recent  trends  and  their  resultant 
problems  for  NIH,  one  cannot  avoid  the  concern  that  they  largely  reflect 
the  process  whereby  each  university  negotiates  annually  for  its  percentage 
indirect  cost  allowance  for  the  coming  year.  Since  no  one  negotiates 
similarly  for  direct  costs  as  a  percentage  of  the  total  budget,  the  direct 
costs  are  particularly  vulnerable  to  reduction  resulting  from  negotiated 
increases  of  indirect  costs. 

Though  our  preliminary  budget  data  strongly  support  the  need  for  a  more 
thorough  study  of  indirect  costs,  they  give  no  clear  indication  of  the 
causes  of  the  trends  that  have  been  revealed.  While  some  possibilities 
are  apparent,  a  thorough  study  by  accountants  qualified  to  analyze 
indirect  cost  data  might  reveal  additional  factors  that  are  not  apparent 
to  non-specialists  in  that  field.  In  any  event,  NEI  and  NIH  need  answers 
to  at  least  two  important  related  questions.  (1)  Why  has  there  been  such 
a  marked  increase  of  the  overall  percentage  indirect  cost  allowance  in 
recent  years?  (2)  Why  has  the  percentage  indirect  cost  allowance  increased 
so  rapidly  at  certain  universities,  while  others  have  remained  solvent 
and  continued  to  conduct  a  great  deal  of  research  without  requiring  any 
increase  of  the  percentage  indirect  cost  allowance? 

It  would  appear  that  a  special  problem  with  the  indirect  cost  allowance  is 
the  absence  of  clearly  defined  built-in  incentives  for  the  universities 
themselves  to  keep  indirect  costs  at  a  minimum.  For  direct  costs  each 
investigator  has  an  incentive  to  make  his  budget  sufficiently  large  to 
cover  the  needs  of  his  project,  but  there  is  also  an  incentive  to  keep  his 
budget  as  low  as  possible,  since  unduly  expensive  projects  invite 
especially  close  scrutiny.  A  similar  built-in  balance  of  incentives 
seems  desirable  for  indirect  costs,  but  appears  not  to  exist  at  the 
present  time,  since  only  direct  costs  are  now  considered  in  the  evaluation 
of  research  proposals  by  Study  Sections  and  Institute  Councils.  Looked 
at  from  a  slightly  different  point  of  view,  no  incentive  is  apparent  for 
universities  to  be  cost-efficient  with  respect  to  the  indirect  costs  of 
grant-supported  research.  In  fact,  the  present  system  would  almost  seem 
to  encourage  inefficiency.  For  example,  a  university  that  pyramids  its 
administrative  costs  of  research  could  simply  use  those  increased  indirect 
costs  in  negotiating  for  a  higher  indirect  cost  allowance,  and  under 
current  rules  it  appears  that  this  could  be  done  very  successfully.  Hence 
built-in  incentives  for  the  universities  themselves  to  minimize  indirect 
research  costs,  thus  making  their  research  programs  as  cost-efficient  as 
possible,  would  seem  highly  desirable. 

Another  important  issue  concerns  the  consequences  for  our  universities 
if  indirect  cost  allowances  were  cut  appreciably  at  this  time.  It 
appears  that  the  total  funds  available  to  universities  would  stay  about 
the  same,  but  there  would  be  less  under  indirect  costs,  while  there  would 
be  proportionately  more  funds  available  to  support  the  direct  costs  of 
research  by  the  faculty.  This  would  be  greatly  in  the  interests  of  NIH  in 
its  mission  to  support  as  much  high  quality  research  as  possible.  It  would 
also  be  in  the  interests  of  the  taxpayer,  whose  dollar  would  be  buying 
more  research,  and  in  the  interest  of  faculty  members  whose  research  was 
thereby  supported.  But  these  would  be  only  short  term  advantages,  which 
would  be  lost  in  the  long  term,  if  the  solvency  of  our  universities  were 
seriously  affected.  There  are  some  who  predict  such  disasters.  On  the 
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other  hand,  some  university  administrators  are  seriously  concerned  about 
becoming  unduly  dependent  upon  federal  support.  If  this  latter  view  has 
merit,  reasonable  limitation  of  the  indirect  cost  allowance  may  also  be 
in  the  long  term  interests  of  our  universities.  This  is  an  important 
issue  which  cannot  be  answered  here,  but  which  should  receive  close 
attention  in  any  final  decision. 

It  is  suggested  that  a  thorough  study  of  indirect  costs  could  fruitfully 
address  itself  to  at  least  the  following  five  major  problems.  (1)  Consider¬ 
ation  of  reducing  the  overall  indirect  cost  allowance  from  current  levels . 
(2)  Consideration  of  reasonable  and  well  defined  limitations  upon  future 
increases  of  indirect  cost  allowances.  (3)  Consideration  of  steps  aimed 
toward  a  more  uniform  treatment  of  universities  with  regard  to  indirect 
cost  allowances.  (4)  Seek  definition  of  a  budgeting  and  grant-awarding 
process  within  which  universities  would  have  better  defined  built-in 
incentives  to  keep  indirect  costs  of  research  at  a  minimum.  (5)  Seek  an 
appropriate  mechanism  in  the  budgeting  process  to  free  direct  cost  funds 
from  being  vulnerable  to  decreases  resulting  from  increases  of  the 
indirect  cost  allowance. 

In  summary,  there  are  important  reasons  to  reconsider  the  entire  broad 
issue  of  indirect  costs  at  this  time.  Well  established  trends  already 
appear  to  have  seriously  eroded  funds  available  for  direct  costs,  and  if 
unchecked  it  seems  likely  that  this  situation  will  become  more  serious  in 
the  near  future.  The  amount  of  money  involved  is  quite  large,  and  there 
is  no  assurance  that  the  problem  will  disappear  without  some  form  of 
positive  action.  Concern  over  this  problem  is  widespread  in  the  scientific 
community,  especially  since  inflation  and  budgetary  limitations  are  also 
posing  serious  problems  for  maintaining  adequate  funds  to  support  the 
direct  costs  of  research.  I  have  noted  widespread  feelings  that  certain  of 
the  universities  are  largely  responsible  for  this  situation  because  of 
having  sought  and  obtained  unduly  large  indirect  cost  allowances.  To 
whatever  extent  the  true  causes  should  prove  otherwise,  the  universities 
themselves  should  welcome  this  information.  Also,  increasing  dependence 
of  many  of  our  universities  upon  federal  support  must  be  viewed  with 
alarm,  and  federal  action  may  be  called  for  to  abate  this  trend,  unless 
there  is  an  explicit  decision  that  such  a  growing  dependence  of  our 
universities  upon  federal  funds  is  either  desirable  or  unavoidable. 

Since  established  trends  may  be  contrary  to  the  long  term  interests  of 
all  parties,  re-examination  of  the  issue  may  well  produce  decisions  in 
the  interests  of  all  concerned.  While  decisions  are  needed  as  soon  as 
possible,  it  is  also  critical  that  they  should  be  based  upon  a  very 
thorough  study  of  the  matter,  with  appropriate  inputs  from  all  interested 
parties . 

Such  a  study  would  seem  appropriate  at  the  NIH  level,  so  we  would  now 
respectfully  solicit  Dr.  Fredrickson’s  response  to  this  request. 
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TABLE  1 


DIRECT  AND  INDIRECT  COSTS 

OF  RO-1  GRANTS 

AWARDED  BY  NEI 

Direct  Costs 

Indirect 

Costs 

Cost 

Cost 

Total  per  Erant 

Total 

per  grant 

FI  1970 

$  9,800,000 

$27,700 

$  3,000,000 

$  8,700 

FI  1979 

49,900,000 

51,700 

20,600,000 

21,800 

Z  Increase 

409 

87 

586 

150 

IC/DC 

FI  1970 

31Z 

FI  1979 

41Z 

NEI  -  Eaage  of  IC/DC 

Ratios 

(FI  1979) 

71.6, 

79.1, 

90.3 (the 

15.4, 

-17.4, 

18.8 (the 

3  highest  universities) 
5  lowest  universities) 
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NATIONAL  ADVISORY  EYE  COUNCIL 


BROWN,  Kenneth  T.  (1981) 

Professor  of  Physiology 
University  of  California  -  S762 
San  Francisco  Medical  Center 
San  Francisco,  California  94143 

CHRISTENSEN,  Jerry  L.  (1980) 

Chairman 

Department  of  Physiological  Optics 
School  of  Optometry 
University  of  Alabama 
Birmingham,  Alabama  35294 

DUANE,  Thomas  David  (1981) 

Ophthalmologist-in-Chief 

Wills  Eye  Hospital 

1601  Spring  Garden  Street 

Philadelphia,  Pennsylvania  19130 

ENROTH-CUGELL,  Christina  (1983) 
Professor 

Biomedical  Engineering 
Technological  Institute 
Northwestern  University 
2145  Sheridan  Road 
Evanston,  Illinois  60201 

FARMER,  James  (1983) 

Executive  Director 

Coalition  of  American  Public  Employees 
1126  Sixteenth  Street,  N,W. 

Washington,  D.C.  20036 

HEATH,  Gordon  (1980) 

Dean 

School  of  Optometry 
Indiana  University 
Bloomington,  Indiana  47401 

KAUFMAN,  Herbert  E.  (1982) 

Director,  L.S.U.  Eye  Center 
Louisiana  State  University 
Medical  Center 
136  South  Roman  Street 
New  Orleans,  Louisiana  70112 

KRAJCZAR,  Norma  F.  (1983) 

Executive  Director 
New  Jersey  Commission  for  the 
Blind  and  Visually  Impaired 
1100  Raymond  Boulevard 
Newark,  New  Jersey  07102 


LATIES,  Alan  M.  (1982) 

Professor  of  Ophthalmology 
School  of  Medicine 
University  of  Pennsylvania 
Room  419,  Johnson  Pavillion 
36th  and  Hamilton  Walk 
Philadelphia,  Pennsylvania  19104 

NORTON,  Edward  W.  D.  (1981) 
Professor  and  Chairman 
Department  of  Ophthalmology 
School  of  Medicine 
University  of  Miami 
P.O.  Box  016880 
Miami,  Florida  33101 

RIGGS,  Lorrin  A.  (1980) 

Professor,  Department  of  Psychology 
Walter  S.  Hxinter  Laboratory 
of  Psychology 
Brown  University 
Providence,  Rhode  Island  02912 

RYAN,  Ralph  W.  (1982) 

Morgantown  Eye  Clinic 
158  High  Street 
P.O.  Box  779 

Morgantown,  West  Virginia  26505 


Ex  Officio 

LOLLEY,  Richard  N. 

Research  and  Development  Service 
VA  Medical  Center 
Sepulveda,  California  91343 

TREDICI,  Thomas  J.,  MC,  USAF 
Chief,  Ophthalmology  Branch 
School  of  Aerospace  Medicine 
Brooks  Air  Force  Base,  Texas  78235 

EXECUTIVE  SECRETARY 

GELLER,  Ronald  G. 

Associate  Director 

Extramural  and  Collaborative  Programs 
National  Eye  Institute 
National  Institutes  of  Health 
Bethesda,  Maryland  20205 
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January  1980 


Former  members  of  National  Advisory  Eye  Coxmcil  serving  as  ad  hoc  consultants 
at  February  4,  5,  and  6,  1980,  meeting; 


CHAN,  Tony  Q. 

5341  Wyoming  Boulevard,  N.E. 
Albuquerque,  New  Mexico  87109 


SPERLING,  Harry  G., 
Director  and  Professor 
Sensory  Sciences  Center 
The  University  of  Texas 
P.O.  Box  20708  -  Rm.  7.238 
Houston,  Texas  77025 


DAVID,  Noble  J. 

Chief,  Neurology  Service 
Veterans  Administration  Hospital 
Miami,  Florida  33125 
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Attachment  E 


UromECT  COSTS:  NEED  FOR  QfPHOVEMENT  IN  GOVEmiENT 
UKIVERSITT  COOPERATION 


A  recurring  controversy  in  the  relationship  between  universities  and 
the  Federal  Covemoenc  involves  the  treecsent  of  indirect  costs,  i.e.  those 
costs  isrcurred  in  the  perferaaace  of  research  activities  and  allocated  to  them 
on  a  defined  but  approxiaace  basis  because  direct  and  precise  assignment  would 
demand  prohibitive  administrative  costs.  Although  from  the  standpoint  of  account¬ 
ing  principles  that  allocation  of  stieh  costs  on  carefully  chosen  bases  which 
reasonably  approximate  the  pertinent  relationship  is  an  entirely  proper  substi¬ 
tute  for  direct  identification,  misunderstandings  about  indirect  costs  abound, 
persist  and  unfairly  impugn  the  integrity  of  those  irfio  claim  reimbursement  for 
these  costs. 

Indirect  costs  are  real  costs;  they  are  Just  as  real 

and  necessary  as  direct  costs.  The  only  difference 

o 

between  direct  and  indirect  costs  is  the  precision 
with  which  the  costs  can  be  specifically  identified 
with  a  given  activity. 

The  solution  lies  in  controlling  general  inflationary  pressures, 
assessing  the  cost-benefit  ratios  for  the  numerous  fiscal,  social  and  research 
accountability  requirements  isposed  via  federal  laws  and  regulations,  elimi¬ 
nating  requirements  that  are  not  cost-effective  and  modifying  necessary  re¬ 
quirements  so  that  criteria  and  results  rather  than  detailed  procedures  or 
methods  are  specified. 
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Appendix 


The  Cost  Principles;  Direct  and  Indirect  Coses 

Teraiinology  and  Key  Technical  Points 


Cost  principles  -  Circular  A-21 


Promulgated  by  the  Office  of  Management  and  Budget,  Executive  Office  of 
the  President,  these  principles  deal  with  the  subject  of  cost  determination, 
and  make  no  attempt  to  identify  the  circumstances  or  dictate  the  extent  of 
agency  and  institutional  participation  in  the  financing  of  a  particular 
project.  The  Circular  includes:  definitions;  basic  considerations 
regarding  cost  determinations;  methods  (for  assignment  of  indirect  costs 
and  for  determination  and  application  of  indirect  cost  rates)  ;  general 
standards  for  selecting  items  of  cost. 

Direct  costs 

Direct  costs  are  those  costs  that  can  be  identified  specifically  with  a 
particular  sponsored  project,  an  instructional  activity,  or  any  other 
institutional  activity;  or  that  can  be  directly  assigned  to  such  activities 
relatively  easily  with  a  high  degree  of  accuracy. 

Indirect  costs 


Indirect  costs  are  those  costs  that  are  incurred  for  common  or  joint 
objectives  and  therefore  cannot  be  identified  readily  and  specifically 
with  a  particular  sponsored  project,  an  instructional  activity,  or  any 
other  institutional  activity. 

Total  costs 

The  costs  of  the  sponsored  agreement  is  comprised  of  the  allowable  direct 
costs  incident  to  its  performance,  plus  the  allocable  portion  of  the 
allowable  indirect  costs  of  the  institution. 

The  basic  anoroach 


Indirect  costs  associated  with  or  benefitcing  in  some  way  a  group  of 
projects,  programs  or  activities  can  equitably  be  prorated  to  a  specific 
project  in  proportion  to  its  size  in  relation  to  the  size  of  all  affected 
projects.  This  approach  is  based  on  recognized  accounting  principles  and 
uses  average  costing,  not  incremental  costing. 

Indirect  cost  rate 

Tlie  indirect  cost  rate  is  the  ratio  that  the  total  of  the  indirect  costs 
bears  to  some  appropriate  distribution  base,  for  example  total  costs  or 
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salaries  and  wages.  The  indirect  cost  rate  formula  can  therefore  be 
summarized  as  follows: 


Total  indirect  costs  applicable  to  organized  research 

Total  direct  salaries  and  wages  applicable 
to  organized  research 

Calcu] it-on  of  the  indirect  cost  rate 


Indirect  Cost  Rate  (/I) 


The  first  step  in  the  process  of  calculating  the  rate  is  to  distinguish 
between  the  direct  and  indirect  activities  of  the  institution,  and  to  categorize 
the  associated  expenditures  accordingly.  Once  the  indirect  costs  are  isolated, 
they  are  groxiped  into  homogeneous  cost  pools.  These  cost  pools  generally 
contain  the  following. types  of  expense: 

Use  allowances  or.  depreciation  of  buildings  and  equipment 

Operations  and  maintenance  of  physical  plant 

General  administration  and  general  expenses 

Deparsiental  administration  expenses 

Research  administration  expenses 

Student  administration  and  services 

library 

This  initial  grouping  of  costs  entails  in-depth  analyses  and  surveys  to  obtain 
cost  data.  In  developing  indirect  cost  pools,  universities  must  eliminate 
certain  unallowable  costs  which  under  A-21  tKe  Federal  government  does  not 
reimburse.  (For  example  interest  expense,  fund  raising  and  investment 
management  expense.  Independent  research  and  development.)  In  addition  to 
these  specifically  unallowable  costs,  other  criteria  for  allowability  of  costs 
are  that  they  be  reasonable,  allocable  to  government  research  contracts  and 
grants,  treared  consistently  according  to  accepted  accounting  principles, 
and  that  they  conform  to  any  limitations  or  exclusions  chat  may  be  associated 
with  a  specific  contract  or  grant. 

Having  identified  Che  indirect  costs,  and  grouped  them  with  similar  functions 
into  indirect  costs  pools,  they  are  Chen  allocated  among  each  of  three  (or 
more)  direct  cost  objectives;  instruction,  organized  research,  and  other 
inscicutional  activities.  This  step  is  required  because  only  those  indirect 
costs  which  are  attributable  to  research  can  be  recovered  from  the  Federal 

government . 

Finally  the  indirect  costs  allocated  to  research  must  be  distributed  to 
individual  research  contracts  and  grants.  The  indirect  costs  are  distributed 
to  individual  projects  using  a  single  distribution  base.  In  most  cases,  the 
distribution  base  is  either  research  direct  salaries  and  wages,  or  modified 
total  research  direct  costs.  The  ratio  of  research  indirect  costs  to  the 
research  base  represents  the  indirect  cost  rate.  The  rate  is  applied  uniformally 
to  all  organized  research  projects,  whether  Federally  funded  or  not,  to 
determine  the  maximum  amount  of  such  costs  which  are  allocable  to  sponsored 
research  projects.  The  distribution  of  indirect  costs  to  individual  projects 
can  be  summarized  as  follows: 

Indirect  Cost  Rata  x  Project  Salaries  ■  Project  Indirect  Costs 
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Notwithstanding  the  agreement  on  the  essential  objectives  of  the 
Federal  cost  principles,  over  the  years  they  have  repeatedly  been  the  .focus 


of,  concern. 

For  example: 

(a) 

The  process  which  the  Federal  cost  principles  provide 
for  indirect  cost  determination  and  rate  calculation  is  based 
on  a  recognized  accounting  principle  \7hich  allows  use  of  an 
averaging  method  for  the  assessment  of  costs  which  can  not 
be  precisely  attributed  to  a  specific  objective.  Despite 
the  legitimacy  of  this  underlying  principle,  many  individuals, 
including  some  university  faculty,  agency  program  officers, 
and  Congressional  staff  are  suspicious  of  indirect  costs  and 
refuse  to  accept  them  as  real  costs.  Furthermore,  many  of 
these  individuals  do  not  understand  that  only  those  costs 
which  demonstrably  benefit  sponsored  research  are  included 
in  the  indirect  cost  rate  determination.  Instead  they 
erroneously  assume  that  universities  are  charging  unrelated 
costs  to  the  government  through  the  vehicle  of  indirect  cost 
races. 

(b) 

The  increases  in  indirect  cost  races  in  recent  years  have 
been  a  source  of  considerable  concern  and  have  led  some 

CO  propose  the  imposition  of  limitations  on  the  rates  in 
order  to  control  costs.  Few  have  understood  chat  the 
factors  causing  the  increase  in  rates  lie,  for  the  most 
part,  outside  the  universities’  control.  For  example, 
the  federally  mandated  social  legislation  (rise  in 
social  security  tax,  affirmative  action,  environmental 
impact  legislation,  occupational  safety  and  health 
legislation,  etc.)  led  to  increased  administrative  costs 
some  of  which  were  properly  allocable  to  sponsored 
research,  and  therefore  increased  indirect  cost  rates. 

Ocher  factors  are  rising  utility  costs,  inflationary 
factors  which  affected  indirect  cost  elements  somev?hac 
more  heavily  chan  direct  cost  elements,  increased  grant 
and  contract  administrative  requirements,  and  institutions’ 
increased  diligence  in  computing  and  justifying  indirect 
costs.  Only  the  last  factor  lies  within  institutional 
control.  As  the  volume  of  Federally  sponsored  research 
has  increased  over  the  years,  the  impact  of  the  aggregate 
has  become  more  noticeable  and  institutions  have 
understandably  become  more  sophisticated  and  diligent  in 
their  attempts  to  recover  the  costs  they  incur  in  support 
of  such  research  projects. 

(c) 

The  variation  in  indirect  cost  rates  among  institutions, 
although  quite  appropriate  as  a  result  of  the  application  of 
the  Federal  cost  principles,*  has  also  been  a  source  of 
considerable  misunderstanding.  Some  individuals 
erroneously  assume  that  the  indirect  cost  race  is  a  measure 
of  cost  effectiveness.  Others,  particularly  those  who  do 
not  recognize  the  reality  of  indirect  costs,  assume  the 
rate  is  negotiable  like  a  fee  or  profit.  Few  realize  that 
the  rate  is  the  result  of  detailed  cost  analyses,  which 
support  a  rate  proposal  audited  and  negotiated  with  a 

Federal  audit  agency.  Curiously,  the  indirect  costs  of 
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industry  and  non-profit  organizations  which  serve  as 
government  grantees  and  contractors  are  more  readily 
accepted. 

Certain  characteristics  of  universities  and  of  the  process  by  t»hich 
research  is  supported  complicate  and  occasionally  strain  the  relationship 
between  the  government  and  the  universities.  For  example: 

1)  The  existence  of  a  joint  product  environment  in  which  it 
is  impossible  to  achieve  accounting  precision 

2)  The  wide  variation  among  institutions  in  their  missions 
and  organizational  structures,  and  the  management  and 
accounting  systems  which  reflect  these  differences 

3)  A  system  of  support  for  research  composed  of  multiple, 
discrete  "procurements"  by  separate  Federal  agencies 
from  individual  institutions  without  provision  for  the 
underlying  health  of  the  research  enterprise  and  the 
institutional  base  on  which  it  depends 

Exacerbating  these  difficulties  are  rising  costs,  a  mounting  total  investment, 
general  economic  stresses,  an  apparent  reduction  of  confidence  in  institutions 
throughout  the  society,  and  pressing  short  term  needs  in  such  areas  as  energy, 
health  and  the  environment. 
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The  various  components  of  the  federal  government  act  with  what  they 
believe  to  be  laudable  intentions.  But  the  cumulative  effect  of  their  actions 
is  offen  a  poor  result.  Important  examples  are  the  bureaucratization  of  the 
universities  and  a  related  severe  injury  to  academic  research.  An  ever-in¬ 
creasing  share  of  monies  ostensibly  appropriated  for  research  is  being 
creamed  off  by  university  administrators  to  support  federally  mandated  or 
inspired  bureaucracies.  The  fraction  of  the  grant  funds  actually  devoted  to 
research  is  in  many  instances  two-thirds  or  leas. 

At  one  time,  federal  support  of  research  was  provided  with  a  minimum  of 
federal  stipulations  and  the  result  was  world  leadership.  But  after  they  were 
hooked  on  federal  dollars,  most  university  administrators,  with  the  notable 
exception  of  Kingman  Brewster,  did  not  have  the  wit  and  courage  to  protest 
when  Congress  held  research  grants  hostage  to  social  and  other  legislation. 
Today,  59  different  federal  laws  and  regulations  such  as  fair  employment 
practices  affect  the  cost  or  conduct  of  research.  Agents  of  the  federal  gov¬ 
ernment  can  threaten  a  cutoff  of  federal  funds  if  their  whims  are  not  catered 
to.  The  university  bureaucracies  use  the  real  or  implied  threat  of  the  feds  to 
enhance  their  own  power  and  status  on  campus  and  to  expand  their  already 
swollen  ranks.  During  a  penod  when  the  number  of  professors  was  being 
held  constant  at  many  universities,  the  administrative  complement  in¬ 
creased  threefold  or  more. 

Diversion  of  funds  hits  aspiring  young  scholars  most  severely.  Many  of 
them  cannot  obtain  research  support.  Young  researchers  who  do  obtain  a 
grant  must  spend  an  inordinate  amount  of  time  coping  with  the  paper  work. 
Top-rank  professors  who  hold  large  grants  or  contracts  fare  better,  but  at  a 
cost.  They  are  sufficiently  well  supported  that  they  can  minimize  the  impact 
of  the  bureaucrats.  A  practice  they  often  follow  is  to  create  their  own  coun¬ 
terbureaucracy.  Thus  the  slim  research  dollar  is  further  attenuated.  This 
practice  helps  to  reduce  routine  annoyances,  but  it  does  not  eliminate  dele¬ 
terious  effects  of  the  downgrading  of  the  status  of  research. 

Recently  I  canvassed  a  cross  section  of  leading  research  professors 
around  this  country.  The  consensus  was  that  despite  their  favored  position, 
they  were  finding  it  harder  and  more  time-consuming  to  achieve  objectives. 
One  veteran  wuh  a  long  record  of  notable  accomplishments  soberly  esti¬ 
mated  that  the  time  required  by  his  group  to  complete  a  substantial  project 
had  doubled.  He  had  recently  spent  some  months  in  West  Germany  and  had 
found  to  his  dismay  that  tasks  there  were  being  accomplished  with  the  kind 
of  verve  and  effectiveness  that  at  one  time  characterized  efforts  in  this  coun¬ 
try.  Other  professors  noted  that  many  of  the  best  young  people  were  leaving 
academia  without  advanced  degrees  and  that  a  brain  drain  of  established 
investigators  to  industry  and  to  other  countries  was  picking  up  momentum. 

The  impairment  of  academic  research  is  a  process  that  both  Democratic 
and  Republican  administrations  have  contributed  to.  In  its  budget  cuts  the 
Carter  administration  has  been  relatively  solicitous  of  research.  However, 
the  Office  of  Management  and  Budget,  which  is  the  President's  servant,  is 
proceeding  with  its  demands  for  unrealistic  accountablity  embodied  in  its 
revision  of  the  .\-21  regulations.  Politicians  and  bureaucrats  in  Washington 
seem  not  to  reaiize  that  perfect  time  and  effort  accountability  is  a  costly 
delusion.  The  bean  counters  drain  off  funds,  spawn  a  bureaucracy,  destroy 
morale,  and  hinder  progress  of  research.  They  do  not  seem  to  understand 
that  for  research  to  be  vital,  creativity  must  take  precedence  over  highly 
detailed  bookkeeping. 

University  presidents  who  are  close  to  what  is  happening  and  who  have  a 
responsibility  to  take  constructive  action  have  been  relatively  inert.  If  they 
would  act  in  concert  and  marshal  their  aiumni,  their  political  clout  would  be 
enormous.  Instead,  they  temporize.  Ultimately  the  scientists  will  have  ta 
engage  m  cooperative  political  effort  both  on  and  off  campus. 

—Philip  H.  Abelson 
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Attachment  G 


UNIVERSITY  OF  CALIFORNIA,  SAN  FRANCISCO 
Grant  No.  EY  00468-20  Title;  Neurophysiology  of  the  Vertebrate  Retina 


Budget  proposed  and  approved  for  year  6/1/79-5/31/80 


Direct  Costs 

Indirect  Costs 

Personnel  (Salaries  plus  fringe  benefits) 

%TDC 

Principal  Investigator  (partial) 

525,655 

Maintenance  and  Operation  4.68 

$7,122 

of  Plant 

Assistant  Research 

Physiologists  (1 .5) 

38,578 

Building  Use  Allowance 

1.32 

2,009 

Specialist 

31,572 

Equipment  Use  Allowance 

1.56 

2,374 

Staff  Research  Associate 

19,038 

General  Administration 

7.55 

11  ,490 

114,953 

Libraries 

1,765 

Equipment 

Computer  tape  interface 

3,800 

Departmental 

Alministr-'^inn 

12.11 

1C, 429 

Suppl ies 

Animals  and  animal  care 

8,529 

Student  Services 

2.62 

3,987 

Electronic  and  optical  parts 

2,690 

Total  Indirect  Costs 

31.00 

$47,176 

Small  laboratory  instruments 

1,200 

Chemicals,  glassv/are,  photographic 

Total  Budget  (Direct  pi 

supplies,  miscellaneous 

3,420 

us 

$203,158 

15,839 

Indirect  Costs) 

Travel  (domestic) 

2,800 

Other 

Electronic  shop  services 

5,613 

Machine  shop  services 

5,901 

Secretarial  services 

6,276 

Reprints 

800 

18,590 

Total  Direct  Costs 

$155,982 
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NIH  CRITIQUE  OF  0MB  CIRCULAR  A-21 


Attachment  H 


Significant  Changes  In  Cost  Principles  for  Educational  Institutions 


A.  Time  or  Effort  Reporting/Support  for  Direct  Personal  Services  Costs 

Changes 

For  professional  personnel,  reporting  requirements  have  been  relaxed.  Previous  require¬ 
ments  for  monthly  effort  certification  have  been  replaced  by  options  to  (1)  account  for 
total  salaried  effort  once  each  academic  period  (quarter,  semester,  etc.),  or  (2) 
identify  total  salaried  effort  and  related  salaries  with  workload  categories  (research 
projects,  etc.)  in  advance  and  charge  salaries  accordingly  unless  significant  changes 
in  work  effort  occur  during  academic  year  (Monitored  Workload  option). 

For  nonprofessional  personnel,  total  salaried  effort  must  be  accounted  for  on  a  monthly 
basis.  Monitored  Workload  option  cannot  be  used  to  accounting  for  nonprofessional 
effort. 

Impact  of  Changes  on  Universities  and/or  NIH 

Because  the  Monitored  Workload  option  cannot  be  used  for  nonprofessionals,  most  Univer¬ 
sities  will  probably  adopt  a  system  that  accounts  for  professional  effort  once  each 
academic  period. 

University  faculty  are  disappointed  that  they  will  not  be  able  to  avail  themselves  of 
the  less  stringent  reporting  requirements  under  the  Monitored  Workload  option. 

B.  Definition  of  Organized  Research  for  Allocation  of  Indirect  Costs 


Change 

Definition  has  been  expanded  to  indicate  that  "the  costs  of  organized  research  and 
development  activities  include  all  costs  incurred  by  the  institution  in  performing 
these  activities."  The  0MB  interpretation  of  this  additional  language  will  require 
institutions  to  identify  voluntary  cost  sharing  effort  of  professional  personnel  and 
related  salaries  with  organized  research  for  the  purpose  of  developing  an  indirect 
cost  rate  for  organized  research. 

Impact  of  Change  on  Universities  and/or  NIB 

The  assignment  of  direct  costs  of  voluntary  cost  sharing  to  organized  research  will 
force  universities  to  now  cost  share  certain  indirect  costs  (Operation  and  Maintenance 
expenses,  etc.)  applicable  to  direct  costs  of  voluntary  cost  sharing.  This  change  and 
its  effect  on  universities'  recovery  of  indirect  cost  may  cause  some  institutions  to 
begin  charging  NIH  projects  with  salaries  that  were  formerly  cost-shared  on  a  voluntary 
basis  -  a  change  that  may  significantly  increase  the  cost  of  supporting  biomedical 
research. 
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C.  Cost  Transfers 


Change 

There  was  virtually  no  change  in  the  language  prohibiting  most  cost  transfers  even 
though  the  incidence  of  significant  audit  exceptions  involving  cost  transfers  between 
related  projects  seemed  to  call  for  some  additional  language  addressing  the  allowability 
of  transfers  between  related  projects. 

Impact  on  Universities  and/or  NIH 

Departmental  interpretation  papers  refer  to  DHZW  GAM  Chapter  6-05  (Cost  Transfers)  in 
responding  to  expressions  of  concern  in  this  area.  While  the  Chapter  does  deal  with 
transfers  between  closely  related  projects,  it  does  not  enumerate  the  criteria  for  de¬ 
terminations  of  "closely  relatedness,"  nor  does  it  indicate  whether  transfers  of 
overruns  between  closely  related  projects  are  allowable  notwithstanding  the  applicable 
prohibitions  in  C.4.b.  of  A-21. 

D.  Costs  of  Specialized  Service  Facilities 


Change 


Revised  language  makes  it  clear  that  costs  of  specialized  service  facilities  chargeable 
to  users  of  those  facilities  will  include  both  direct  costs  and  all  allocable  indirect 
costs.  Prior  to  this  change,  most  universities  had  recovered  the  space  and  utility  costs 
(indirect  costs)  associated  with  these  facilities  through  application  of  negotiated 
indirect  cost  rates  for  research  to  recoverable  base  costs  (direct  costs)  of  research 
projects. 

Impact  of  Change  on  Universities  and/or  NIH 

Some  MIR  B/I/D's  (e.g..  Division  of  Research  Resources)  are  concerned  that  this  will 
make  the  costs  of  utilizing  these  facilities,  particularly  animal  care  centers,  pro¬ 
hibitive.  For  example,  increases  in  the  costs  of  animal  care  facilities  may  cause 
significant  users  to  seek  outside  locations  for  care  of  animals  or  attempt  to  care 
(in  violation  of  standards  for  Care  and  Treatment  of  Laboratory  Animals)  for  the 
animals  in  their  own  laboratories  -  all  with  potentially  harmful  effects  on  the  accom¬ 
plishment  of  research  objectives. 

Additionally,  because  of  the  change  in  distribution  bases  for  organized  research  indirect 
costs  from  Direct  Salaries  and  Wages  to  Modified  Total  Direct  Costs  (MDTC)  and  the  in¬ 
clusion  of  the  fully  burdened  cost  of  specialized  service  facilities  in  the  MTDC  base 
(under  the  category  of  "Services"),  there  will  be  little  in  the  way  of  offsetting 
benefits  (e.g.,  reduced  indirect  cost  rates)  to  significant  users  of  specialized 
service  facilities. 

E.  Tuition  Remission  for  Graduate  Students 


Change 

Tuition  remission  for  graduate  students  working  on  research  grants  was  formerly  treated 
by  the  majority  of  universities  as  an  allocated  fringe  benefit,  i.e.,  as  part  of  a 
fringe  benefit  rate  applicable  to  all  professional  employees.  The  revised  cost  prin¬ 
ciples  refer  to  tuition  remission  as  a  form  of  compensation  paid  to  students  as,  or  in 
lieu  of,  salaries  and  wages,  and  require  that  such  costs  be  charged  to  projects  in 
accordance  with  percentages  of  effort  expended  on  those  projects.  This  change  has 
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effectively  required  universities  to  (1)  specifically  identify  tuition  remission  with 
the  graduate  student  and  the  projects  that  he/she  works  on  based  on  effort  allocations, 
or  (2)  develop  average  rates  for  tuition  remission  recoveries  only  and  assign  amounts 
(resulting  from  use  of  rates)  to  projects  based  on  effort  allocations. 

Impact  of  Change  on  Universities  and/or  NIH 

For  those  universities  that  formerly  allocated  tuition  remission  for  graduate  students 
as  part  of  an  overall  fringe  benefit  rate,  this  change  will  generally  result  in  committed 
direct  costs  for  remainder  of  grant  project  periods  to  be  inadequate  to  absorb  specifi¬ 
cally  identified  tuition  remission  for  graduate  students  working  on  the  grants.  Ac¬ 
cordingly,  NIH  B/I/D's  will  encounter,  and  are  now  encountering,  numerous  requests  for 
administrative  increases  -  Increases  that  will  further  erode  funds  available  for  support 
of  new  research  initiatives. 

Consideration  of  the  aforementioned  administrative  increases  has  identified  an  additional 
problem.  B/I/D  Health  Scientist  Administrators  and  Grants  Management  Officers  are  now 
beginning  to  question  the  reasonableness  of  funding  a  graduate  student's  salary  for  50% 
effort  (on  a  full  time  equivalent  basis)  plus  100%  of  the  graduate  student's  tuition 
that  has  been  remitted  by  the  University. 

F.  Limitation  on  Indirect  Cost  Recoveries  by  Dnlverslties 


Change 

The  revised  cost  principles  would  appear  to  prohibit  DHEW's  imposition  of  an  8%  TDC 
ceiling  on  recovery  of  indirect  costs  under  research  training  grants. 

Impact  of  Change  on  Universities  and/or  NIH 

It  is  estimated  that  removal  of  the  8%  TDC  limitation  would  increase  the  cost  of  NIH's 
annual  support  of  research  training  by  approximately  thirty-three  million  dollars. 

Because  this  increase  cannot  be  readily  absorbed  by  NIH  or  other  DREW  program  agencies, 
the  Department  intends  to  ask  0MB  for  a  formal  deviation  to  permit  continued  imposition 
of  this  administrative  limitation. 
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NOTICES 


OFFICE  OF  MANAGEMENT  AND 
BUDGET 

aaCULAR  A-ii— CwjT  raiNCIPlSS  FOR 
EDUCATIONAL  INSTITUTIONS 

This  notice  revises  Federal  Manage¬ 
ment  Circular  73-3.  It  will  be  renum¬ 
bered  OMB  Circular  No.  A-21.  The  re¬ 
vision  originated  from  recommenda¬ 
tions  made  by  the  Department  of 
Health.  Education,  and  Welfare  after 
urging  by  the  House  and  Senate  Ap¬ 
propriations  Committees. 

On  March  10,  1978,  the  Office  of 
Management  and  Budget  published  a 
proposed  revision  in  the  Federal  Reg¬ 
ister  for  comment.  In  response  to  the 
publication,  we.  received  approximate¬ 
ly  300  letters  from  Members  of  Con¬ 
gress,  Federal  agencies,  university  ad¬ 
ministrators,  faculty  members,  profes¬ 
sional  associations,  and  members  of 
the  public. 

There  follows  a  summary  of  the 
major  comments  grouped  by  subject, 
and  a  response  to  each,  including  a  de¬ 
scription  of  any  changes  made  as  a 
result  of  the  comment.  In  addition  to 
the  changes  described  specifically, 
other  changes  have  been  made  to  im¬ 
prove  clarity,  readability,  and  preci¬ 
sion;  and  to  reduce  the  burden  of  com¬ 
pliance  as  much  as  possible. 

For  further  informatioru  contact  Mr. 
John  J,  Lordan,  Chief,  Financial  Man¬ 
agement  Branch,  Office  of  Manage¬ 
ment  and  Budget.  New  E.xecutive 
Office  Building.  726  Jaclcson  Place, 
N.W.,  Washington,  D.C.  20503,  (202) 
395-6323. 

Pttrposz 

Comment.  Several  commentators 
pointed  out  that  the  proposed  revision 
contained  too  much  detail,  and  that  it 
seemed  to  establish  cost  accounting 
procedures  and  instructions,  rather 
than  cost  accounting  principles. 

Response.  In  our  opinion,  the  revi¬ 
sion  does  not  change  the  fundamental 
nature  of  the  Circular.  It  provised  for 
more  consistent  treatment  of  costs, 
and  clarifies  many  provisions  that 
were  considered  too  vague  and  which 
left  the  way  open  to  widely  varying  in¬ 
terpretations.  This  subject  is  covered 
in  more  detail  below  in  specific  com¬ 
ments  on  other  sections  of  the  Circu¬ 
lar. 

Comment.  Several  commentators 
had  a  favorable  reaction  to  the  provi¬ 
sion  which  says  that  agencies  are  not 
expected  to  place  additional  restric¬ 
tions  on  individual  items  of  cost. 

Response.  This  provision  remains  in 
the  Circular.. 

Appucabuxtt 

Comment,  Several  commentators 
agreed  with  the  provision  which  ex¬ 
tends  regulations  of  the  Cost  Account¬ 
ing  Standards  Board  to  federally 


funded  research  and  development  cen¬ 
ters  operated  by  umversit’es.  This  was 
a  coordinated  action  witi  the  CASB, 
which  ha-s  exempted  other  work  at 
universities  from  coverage. 

Response.  This  provision  remains  in 
the  Circular. 

Eefective  Date 

Coi  unent.  Several  commentators 
pointed  out  the  need  for  adequate 
time  for  implementation.  Some  sug¬ 
gested  a  two-year  transition  period. 

Response.  The  Circular  now  estab¬ 
lishes  an  effective  date  of  October  1, 
1979,  Sind  says  that  implementation 
wQl  begin  in  the  institution’s  first 
fiscal  year  beginning  after  that  date. 
This  can  be  speeded  up  or  extended 
with  the  agreement  of  the  cognizant 
Federal  agency.  We  would  expect  this 
provision  to  be  used  to  assure  an  or¬ 
derly  phase  in  of  new  provisions  such 
as  the  accounting  for  tuition  remission 
and  specialized  service  facilities. 

DEFmrrioN  op  Terms 

Comment.  Many  commentators 
stated  that  “other  sponsored  activi¬ 
ties’’  should  not  include  agricultural 
extension  programs,  which  had  been 
cited  as  an  example. 

Response.  This  example  has  been  re¬ 
moved  from  the  Circular  and  we  are 
now  studying  a  request  to  exempt  this 
program  from  coverage  by  the  Circu¬ 
lar. 

IrroiRECT  Costs 

Comment.  Many  commentators  ob¬ 
jected  to  the  inclusion  of  a  standard  , 
allocation  method  to  be  used  for  each 
of  the  categories  of  indirect  cost. 

Response.  The  Circular  has  been  re¬ 
vised  to  more  clearly  state  that  the 
standard  allocation  method  is  used 
only  in  the  absence  of  a  cost  analysis 
study,  or  a  mutual  agreement  between 
the  institution  and  the  cognizant 
agency  on  use  of  a  different  method. 

Comment.  Several  conamentators 
argued  that  it  was  inequitable  to  allo¬ 
cate  depreciation  on  certain  capital 
improvements  on  a  standard  base  of 
unweighted  headcount  of  students  and 
employees. 

Response.  The  unweighted  head- 
count  base  has  been  replaced  by  a  full¬ 
time  equivalent  base. 

Comment.  As  proposed,  t.  e  modified 
total  direct  cost  base  consisted  of  sala¬ 
ries  and  wages,  fringe  benefits,  materi¬ 
als  and  supplies,  travel,  and  subgrants 
and  subcontracts  up  to  $5,000  each. 
Several  commentators  proposed  an  in¬ 
crease  in  the  dollar  level  of  subgrants 
and  subcontracts.  Suggestions  ranged 
from  $10,000  to  $50,000. 

Response.  The  amount  has  been 
raised  to  $25,000. 

Comment.  A  number  of  commenta¬ 
tors  objected  to  the  use  of  the  number 
of  sponsored  agreements  as  the  stand¬ 


ard  base  for  allocating  the  costs  of 
spoti^ored  projects  adminutration. 

Response.  The  standard  allocation 
base  has  been  changed  to  modified 
total  direct  costs. 

Library  Expenses 

Comment,  Many  commentatom  ob¬ 
jected  to  the  unweighted  headcount 
base  for  allocating  library  expenses. 

Response.  The  unweighted  head- 
count  base  has  been  changed  to  the 
full-time  equivalent  base. 

Student  Administration  and  Services 

Comment.  Several  commentators  ob¬ 
jected  that  the  Circular  would  not  rec¬ 
ognize  student  administration  and 
serv’ice  costs  is  applicable  to  the  spon¬ 
sored  agreements.  They  contended 
that  these  services  benefit  ail  stu¬ 
dents.  including  those  employed  by 
the  institution. 

Response,  The  standard  base  for  al¬ 
locating  student  service  costs  would 
call  for  allocation  to  the  instruction 
function,  and  subsequently  to  any 
sponsored  agreement  in  that  function. 

Determin.ation  and  Application  op 
Indirect  Costs  or  Rates 

Comment.  Several  commentators  ob¬ 
jected  to  the  use  of  modified  total 
direct  cost  as  the  standard  base  for  al¬ 
locating  indirect  costs  to  sponsored 
agreements. 

Response.  The  definition  has  been 
modified  to  include  all  subgrants  and 
subcontracts  up  to  $25,000  each. 

Compensation  for  Personal  Services 

Comment.  Several  commentators  ob¬ 
jected  to  the  frequency  of  personnel 
activity  reports. 

Response.  Compared  to  present  re¬ 
quirements,  frequency  has  been  re¬ 
duced  from  monthly  to  once  an  aca¬ 
demic  term.  Also,  the  Circular  has 
been  clarified  to  explain  that  employ¬ 
ees  whose  salaries  and  wages  are  not 
charged  direct,  or  not  involved  in  the 
distribution  of  indirect  costs  would  not 
be  included  in  the  reporting  system. 

Comment.  Several  commentators 
criticized  applying  the  monitored 
workload  system  only  to  professional 
employees. 

Response.  Introducing  the  moni¬ 
tored  workload  concept  for  profession¬ 
al  employees  recognizes  that  their  ac¬ 
tivities  cannot  be  measured  with  the 
same  degree  of  accuracy  as  nonprofes- 
slonals.  We  believe  that  the  monitored 
workload  alternative  represents  a  good 
balance  between  reducing  paperwork 
and  achieving  an  acceptable  )evel  of 
accountability. 

Depreciation  and  Use  Allowances 

Comment.  Several  commentators 
stated  that  the  requirement  for  a 
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physical  equipment  Inventory  every 
two  years  was  burdensome. 

Response.  The  two-year  inventory 
requirement  remains.  However,  it  has 
been  clarified  to  recognize  that  statis¬ 
tical  sampling  techniques  may  be  used 
In  making,  the  inventory.  We  believe 
an  Institution  wishing  to  recover  de¬ 
preciation  or  use  allowances  on  equip¬ 
ment'  must  .take  the  normal  business 
precaution  of  assuring  by  physical  in¬ 
ventory  that  the  equipment  is  still  on 
hand. 

Equipme^jt  .‘VNP  Other  Capit.u, 
Expehsittoes 

Comment.  Many  commentators  re- 
commeded  that  the  definition  of 
equipment  be  changed  from  an  acqui¬ 
sition  cost  of  $300  and  a  useful  Life  of 
more  than  one  year.  .The  most 
common  suggestion  was  $500  and  a 
useful  life  of  more  than  two  years. 

Response.  The  Circular  has  been 
amended  to  define  equipment  as  tangi¬ 
ble  personal  property  having  a  useful 
life  of  more  than  two  years  and  an  ac¬ 
quisition  cost  of  $500  or  more  per  unit. 

Scholarships  and  Studeht  .4rD  Costs 

Comment.  Some  commentators  ob¬ 
jected  j:o  the  provision  that  tuition  re¬ 
mission  for  student  employees  be 
treated  as  a  direct  charge  to  sponsored 
agreements. 

Response.  The  Circular  would  not 
prohibit  tuition  remission  as  an  indi¬ 
rect  cost  in  all  cases.  It  would  require 
that  tuition  remission  be  treated  as  a 
direct  or  indirect  cost  in  accordance 
with  the  actual  work  being  periormed. 
This  is  consistent  with  the  general 
rules  stated  earlier  in  the  Circular  and 
with  basic  principles  of  cost  account¬ 
ing. 

Comment.  Some  commentators 
stated  that  the  tuition  remission  provi¬ 
sion  would  discrimiDate  against  out-of- 
state  students.  Sines  the  tuition  they 
would  ordinarily  pay  at  State  universi¬ 
ties  is  higher  than  chat  of  Ln-state  stu¬ 
dents,  their  remission  would  be  higher, 
thereby  encouraging  research  faculty 
to  favor  in-state  graduate  assistants. 

Response.  The  Circular  has  been 
modified  to  permit  tuition  remission  to 
be  charged  on  an  average  race  basis. 

SPECiALiZEn  Service  Facilities 

Comment.  Many  commentators,  ob¬ 
jected  to  the  inclusion  of  “animal  re¬ 
sources  centers'"  as  a  specialized  serv¬ 
ice  facility. 

Response.  “Animal  resource  centers'* 
has  been  deleted  as  an  example,  but 
'may  be  treated  as  a  specialized  service 
facility  as  circumstances  dictate  at 
each  Institution. 

Comment.  Many  commentators  cited 
the  possibility  that  including  indirect 
costs  in  the  charges  for  specialized 
service  facilities  might  raise  the  appar¬ 
ent  cost  of  the  services  to  such  a  high 


level  that  research  faculty  would  de¬ 
cline  to  use  them.  "They  also  cited 
unique  situations  where  it  might  be 
appropriate  to  recover  less  than  the 
full  cost  of  a  specialized  service  facili¬ 
ty. 

Response.-  The  Circular  provides 
that  normally  charges  for  these  serv¬ 
ices  should  include  both  direct  and  in¬ 
direct  costs.  It  allows  for  exclusion  of 
indirect  costs  where  not  material  In 
amount. 

VixMA  N.  Baldwih, 
Assistant  to  the  Director 
for  Administration. 

ExiconvTE  Omes  or  the  President. 

Omex  or  Mahacemtst  a.vd  Bcdcct, 
WashingCOTt,  D.C.,  February  2S,  1979. 

CCircular  No.  A-21,  Revised] 

To  the  Heads  of  Executive  Departments 
and  Establishments. 

Subject:  Cost  principles  for  educational  in¬ 
stitutions. 

1.  Purpose.  This  circular  establishes  prin¬ 
ciples  for  determining  costs  applicable  to 
grants,  contracts,  and  other  agreements 
with  educational  institutions.  The  principles 
deal  with  the  subject  of  cost  determination, 
and  make  no  attempt  to  identify  the  cir¬ 
cumstances  or  dictate  the  extent  of  agency 
and  institutional  participation  in  the  financ¬ 
ing  of  a  partictilar  project.  The  principles 
are  designed  to  provide  that  the  Federal 
Government  bear  its  fair  share  of  total 
costs,  determined  in  accordance  with  gener¬ 
ally  accepted  accounting  principles,  except 
where  restricted  or  prohibited  by  law.  Agen¬ 
cies  are  not  expected  to  place  additional  re¬ 
strictions  on  individual  items  of  cost.  Provi¬ 
sion  for  profit  or  other  increment  above  cost 
is  outside  the  scope  of  this  Circular. 

2.  Supersession.  The  Circular  supersedes 
Federal  Management  Circular  73-3,  dated 
December  19,  1973.  PMC  73-3  is  revised  aind 
reissued  under  its  original  designation  of 
OMB  Circular  No.  A-21. 

3.  Applicability. 

a.  All  Federal  agencies  that  sponsor  re¬ 
search  and  development,  training,  and  other 
w.ork  at  educational  institutions  shall  apply 
ti.e  provisions  of  this  Circular  in  determin¬ 
ing  the  costs  incurred  for  suph  work.  The 
pnnciples  shall  also  be  used  as  a  guide  in 
the  pricing  of  fixed  price  or  lump  sum 
agreements. 

b.  In  addition.  Federally  Funded  Research 
and  Development  Centers  associated  with 
educational  institutions  shall  be  required  to 
comply  with  the  Cost  Accounting  Stand¬ 
ards.  rules  and  regulations  issued  by  the 
Cost  .Accounting  Standards  Board,  and  set 
forth  in  4  CFR  Ch.  Ill;  provided  that  they 
are  subject  thereto  under  defense  related 
contracts. 

4.  Responsibilities.  The  successful  appli¬ 
cation  of  cost  accounting  principles  requires 
development  of  mutual  understanding  be¬ 
tween  representatives  of  educational  institu¬ 
tions  and  of  the  Federal  Government  as  to 
their  scope.  Implementation,  and  Interpreta¬ 
tion. 

5.  Attachment  The  prlnlclples  and  related 
policy  guides  are  set  forth  in  the  Attach¬ 
ment.  "Principles  for  determining  costs  ap¬ 
plicable  to  grants,  contracts,  and  other 
agreements  with  educational  institutions." 

6.  Effective  date.  The  provisions  of  this 
Clrtmiar  shall  be  effective  October  1,  1979. 


The  provisions  shall  he  implemented  by  in¬ 
stitutions  as  cf  the  start  of  their  first  fiscal 
year  beginning  after  that  date.  Earlier  im¬ 
plementation.  or  a  delay  in  implementation 
of  individual  provisions,  is  permitted  by 
mutual  agreement  between  an  institution 
and  the  cognizant  Fedral  agency. 

7.  iTuruiries.  Further  information  concern¬ 
ing  this  Circular  may  be  obtained  by  con¬ 
tacting  the  Financial  Management  Branch, 
Budget  Review  Division..  Office  of  Manage-, 
ment  and  Budget,  Washington^  D.C.  20503. 
telephone  (20Zj  395-3823. 

James  T.  McIrttre,  Jr., 
Director. 

Phimcspues  for  Determixing  Costs  Applica- 
aus  TO  Grahts.  Contracts,  and  Other 
AcRiantzNTS  With  Epucational  Lnstitp- 
TIONS 

Table  op  Contents 

A.  PTTRROSE  AND  SCOPE 

L  Objectives. 

2.  Policy  guides. 

3,  Application. 

a.  DEPINITION  OP  TERMS 

1.  Major  functions  of  an  institution. 

a.  Instruction, 

b.  Departmental  research. 

c.  Organized  research. 

d.  Other  sponsored  activities. 

e.  Other  institutional  activities. 

2.  Sponsored  agreement. 

3.  Allocation. 

C.  BASIC  CONSIDER.ATIONS 

1.  Composition  of  total  costs. 

2.  Factors  affecting  allowability  of  costs. 

3.  Reasonable  costs. 

4.  Allocable  costs. 

5.  Applicable  credits. 

6.  Costs  Incurred  by  State  and  local  gov¬ 
ernments. 

7.  Limitations  on  allowance  of  costs. 

».  DIRECT  COSTS 

1.  General. 
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E.  INDIRECT  COSTS 
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2.  Criteria  for  distribution. 
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INDIRECT  COSTS 
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G.  DETERMINAIION  AND  APPLICATION  OP 

nn)rRECT_cosT  rate  or  rates 

1.  Indirect  cost  pools. 
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3.  Negotiated  lump  sum  for  indirect  costs. 

4.  Fredetermined  fixed  rates  for  indirect 
costs. 

5.  Negotiated  fixed  rates  and  carry-for¬ 
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H.  SIMPLIFIES  METHOD  FOR  SMALL 
INSTITUTIONS 

1.  GeneraL 

2.  Slmpliiied  procedure. 

J.  CENEIIAL  PROVISIONS  FOR  SELECTED  nXMS  OF 
COST 

1.  Advertising  costs. 

2.  Bad  debts. 

3.  Civil  defense  costs. 

4.  Commencement  and  convocation  costs. 

5.  Communication  costs. 

6.  Compensation  for  personal  services. 

7.  Contingency  provisions. 

3.  Deans  of  faculty  and  graduate  schools. 

9.  Depreciation  and  use  allowances. 

10.  Donated  services  and  property. 

11.  Employee  morale,  health,  and  waif  are 
costs  and  credits. 

12.  Entertainment  costs. 

13.  Equipment  and  other  capital  expendl* 
tures. 

14.  Fines  and  penalties. 

15.  Fringe  benefits. 

16.  Insurance  and  indemnification. 

17.  Interest,  fund  raising,  and  investment 
management  costs. 

13.  Labor  relations  costs. 

19.  Losses  on  other  sponsored  agreements 
or  contracts. 

20.  Maintenance  and  repair  costs. 

21.  Material  costs. 

22.  Memberships,  subscriptions,  and  pro- 
fessioml  activity  costs. 

23.  Patent  costs. 

24.  Plant  security  costs. 

25.  Preagreement  costs. 

26.  Professional  services  costs, 

27.  Profits  and  losses  on  disposition  of 
plant  equipment  or  other  capital  assets. 

23.  Proposal  costs. 

29.  Public  information  services  costs. 

30.  Rearrangement  and  alteration  costs. 

31.  Reconversion  costs. 

32.  Recruiting  costs. 

33.  Rental  cost  of  buildings  and  equip¬ 
ment. 

34.  Royalties  and  other  costs  for  use-  of 
patents. 

35.  Sabbatical  leave  costs. 

36.  Scholarships  and  student  aid  costs. 

37.  Severance  pay. 

38.  Specialized  service  facilities. 

39.  Special  ser  Ices  costs. 

40.  Student  activity  costa. 

41.  Taxes. 

42.  Transportation  coats. 

43.  Travel  costs. 

44.  Termination  costs  applicable  to  spon¬ 
sored  agreements. 

K.  CEHTinCAnON  OF  CHARGES 

PRlNCIRtES  FOR  DETERSCtiaNO  COSTS  APFUCA- 

RLE  TO  Grants,  Contracts,  and  Other 

Agreements  With  Ebocvtional  iNSTtru- 

TIONS 

A.  FURROSZ  AND  SCOPS 

1.  Objeciive.  This  Attachment  provides 
principles  for  deiermning  the  costs  applica¬ 
ble  to  research  and  development,  training, 
and  other  sponsored  work  performed  by  col¬ 
leges  and  universities  under  grants,  con¬ 
tracts.  and  other  agreements  with  the  Ped- 
eral  Govenunent.  These  agreements  are  re¬ 
ferred  to  as  sponsored  agreements. 

2,  Policy  guides.  The  successful  applica¬ 
tion  of  these  cost  accounting  principles  re¬ 
quires  development  of  mutual  understand¬ 
ing  between  representatives  of  universities 
and  of  the  Federal  Government  as  to  their 
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scope.  Implementation,  and  interpretation. 
It  is  recogiuzed  that— 

a.  The  arrangements  for  Federal  agency 
and  institutional  participation  in  the  fln.vnc- 
Ing  of  a  researc.h.  traninmg.  or  other  project 
are  properly  subject  to  negotiation  between 
the  agency  and  the  Institution  concerned,  in 
accordance  with  such  Government-wide  cri¬ 
teria  or  legal  requirements  as  may  be  appli¬ 
cable. 

b.  Each  institution,  possessing-  its  own 
unique  combination  of  staff,  faculties,  and 
experience,  should  be  encouraged  to  con¬ 
duct  research  and  educational  activities  in  a 
manner  consonant  with  its  own  academic 
philosophies  and  institutional  objectives. 

c.  The  dual  role  of  students  engaged  in  re¬ 
search  and  the  resulting  benefits  to  spon¬ 
sored  agreements  are  fundamental  to  the 
research  effort  and  shall  be  recognized  in 
the  application  of  these  principles. 

d.  Each  institution,  in  the  fulfillment  of 
its  obligations,  should  employ  sound  man¬ 
agement  practices. 

e.  The  application  of  these  cost  account¬ 
ing  principles  should  require  no  significant 
changes  in  the  generally  accepted  account¬ 
ing  practices  of  coUeges  and  universities. 
However,  the  accounting  practices  of  indi¬ 
vidual  coUeges  and  universities  must  sup¬ 
port  the  accumulation  of  costs  as  required 
by  the  principles,  and  must  provide  for  ade¬ 
quate  documentation  to  support  costs 
charged  to  sponsored  agreements. 

f.  Cognizant  Federal  agencies  involved  in 
negotiating  indirect  cost  rates  and  auditing 
should  assure  that  institutions  are  generally 
applying  these  cost  accounting  principles  on 
a  consistent  basis.  Where  wide  variations 
exist  in  the  treatment  of  a  given  cost  item 
among  institutions,  the  reasonableness  and 
equitableness  of  such  treatments  should  be 
fully  considered  during  the  rate  negotia¬ 
tions  and  audit, 

3.  Application.  These  principles  shall  be 
used  in  determining  the  allowable  costs  of 
work  performed  by  colleges  and  universities 
under  sponsored  agreements.  The  principles 
shall  also  be  used  in  determining  the  costs 
of  work  performed  by  such  institutions 
under  subgrants,  cost-reimbursement  sub¬ 
contracts,  and  other  awards  made  to  them 
under  sponsored  agreements.  They  also 
shall  be  used  as  a  guide  in  the  pricing  of 
fixed-price  contracts  and  subcontracts 
where  costs  are  used  m  determining  the  ap¬ 
propriate  price.  The  principles  do  not  apply 
to: 

a.  Arrangements  under  which  Federal  fi¬ 
nancing  is  in  the  form  of  loans,  scholar¬ 
ships,  fellowships,  traineeships,  cr  other 
fixed  amounts  based  on  such  items  as  edu¬ 
cation  allowance  or  published  tuition  rates 
and  fees  of  an  Institution. 

b.  Capitation  awards. 

c.  Other  awards  under  which  the  Institu¬ 
tion  is  not  required  to  account  to  the  Gov¬ 
ernment  lor  actual  costs  incurred. 

a.  DEFINITION  OP  TERMS_ 

1.  Major /unctions  of  an  irutitution  refers 
to  instruction  (Includes  departmental  re¬ 
search).  organized  research,  other  sponsored, 
activities,  and  ocher  institutional  activities 
as  defined  below; 

a.  Instruction  means  the  teaching  and 
training  activities  of  an  institution.  Except 
for  research  training  as  provided  in  c  below, 
this  term  mcludes  ail  teaching  and  training 
activities,  whether  they  are  offered  for  cred¬ 
its  toward  a  degree  or  certificate  or  on  a 
noncredit  basis,  and  whether  they  are  of¬ 


Fl£>£KAl  RfOlSTE*.  VOL  44,  NO,  45— TUESDAY,  MARCH 


fered  through  regular  academic  depart¬ 
ments  or  separate  divisions,  such  as  summer 
school  division  or  an  extension  division. 

b.  Departmental  research  means  all  re¬ 
search  end  development  activities  that  are 
not  organized  research  and.  consequently, 
are  not  separately  budgeted  and  aiicounted 
for.  Departmental  research,  for  purposes  of 
this  document,  is  not  considered  as  a  major 
function  of  an  institution  but  as  a  part  of 
the  instruction  function  of  the  institution. 

c.  Organized  research  means  ail  research 
and  development  activities  of  an  institution 
that  are  separately  budgeted  and  accounted 
for.  This  term  includes  research  and  devel¬ 
opment  activities  that  ase  3por.sored  by  Fed¬ 
eral  and  non-Federal  agencies  and  organiza¬ 
tions,  as  well  as  those  that  are  separately 
bedgeted  by  the  institution  under  an  inter¬ 
nal  allocation  of  institutional  funds.  It  also 
Includes  activities  involving  the  training  of 
individuals  in  research  techniques  (commoly 
called  research  training)  where  such  activi¬ 
ties  utilize  the  same  facilities  as  other  re¬ 
search  and  development  activities,  and 
where  such  activities  are  not  included  in  the 
instruction  function.  The  costs  of  organized 
research  and  development  activities  Include 
all  costs  Incurred  by  the  institution  in  per¬ 
forming  the  actirtties. 

d.  Other  sponsored  activities  means  pro¬ 
grams  and  projects  financed  by  Federal  and 
non-Federal  agencies  and  organizations 
which  involve  the  performance  of  work 
other  than  instruction  and  organized  re¬ 
search.  Examples  of  such  programs  and  pro¬ 
jects  are  health  service  projects,  and  com¬ 
munity  service  programs.  However,  when 
any  of  these  activities  are  undertaken  by 
the  institution  without  outside  support, 
they  may  be  classified  as  other  Institutional 
activities. 

e.  Other  institutional  activities  means  all 
activities  of  an  institution  e.xcept;  (1)  In¬ 
struction.  departmental  research,  organized 
research,  and  other  sponsored  activities,  as 
defined  above;  (2)  indirect  cost  activities  In- 
dentified  in  Section  P:  and  (3)  specialized 
service  facilities  described  in  Section  J38. 
Other  institutional  activities  Include  oper¬ 
ation  of  residence  halls,  dining  halls,  hospi- 

•  tals  and  clinics,  student  ur-ions.  intercolle¬ 
giate  athletics,  bookstores,  faculty  housing, 
student  apartment,  guest  houses,  chapels, 
theaters,  public  museums,  and  other  similar 
auxiliary  enterprises.  This  definition  also  in¬ 
cludes  any  other  categories  of  activities, 
costs  of  w^hich  are  '‘unallowable"  to  spon¬ 
sored  agreements,  unless  otherwise  indicat¬ 
ed  in  the  agreements. 

2.  Sponsored  agreement,  for  purposes  of 
this  circular,  means  any  grant,  contract,  or 
other  aarreement  between  the  Institution 
and  the  Federal  Government. 

3.  Allocation  means  the  process  of  assign¬ 
ing  a  cost,  or  a  group  of  costs,  to  one  or 
more  cost  objective,  in  reasonable  and  real¬ 
istic  proportion  to  the  benefit  provided  or 
other  equitable  relationship.  A  cost  objec¬ 
tive  may  be  a  major  function  of  the  institu¬ 
tion.  a  particular  service  or  project,  a  spon¬ 
sored  agreement,  or  an  indirect  cost  activity, 
as  described  In  Section  F.  The  process  may 
entail  assigning  a  cost(s)  directly  to  a  finail 
cost  objective  or  through  one  or  more  Inter¬ 
mediate  cost  objectives. 

c.  BASIC  considerations 

1.  Composition  of  total  costs.  The  cost  of  a 
sponsored  agreement  is  comprised  of  the  al¬ 
lowable  direct  costs  incident  to  its  perform¬ 
ance.  plus  the  allocable  portion  of  the  allow- 
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sble  Indirect  costs  of  the  institution,  l«s  ap- 
tUciAle  credits  as  described  in  3  below. 

2.  I'astors  affeetino  allowatrility  of  costs. 
The  tests  of  allowabOiry  of  costs  under 
these  principles  are:  (a)  they  must  be  rea¬ 
sonable:  (b)  they  most  be  allocable  to  spon- 
-sored  asreements  under  the  principles  and 
metfacds  provided  herein;  (c>  they  must  be 
^ren  consistent  treatment  through  applica¬ 
tion  of  those  zoneraUy  accepted  accounting 
principles  appropriate  to  the  circumstances: 
and  (d)  they  must  conform  to  any  limita¬ 
tions  or  exclusions  set  forth  in  these  princi¬ 
ples  or  In  the  sponsored  agreement  as  to 
tj’pes  or  amounts  of  cost  items. 

3.  F.^asonable  ccsts.  A  cost  may  be  consld- 
ftred  reasonable  if  the  nature  of  the  goods 
or  sendees  acquired  or  applied,  and  the 
amount  involved  Uierefor.  reflect  the  action 
that  a  prudent  person  would  have  talten 
under  the  circumstances  prevailing  at  the- 
time  the  decision  to  incur  the  cost  was 
made,  ittajor  considerations  involved  in  the 
determination  of  the  reasoavbleness  of  a 
cost  are:  (a)  whether  or  not  the  cost  is  of  a 
type  generally  recognized  as  necessary  for 
the  operation  of  the  isstituHoa  or  the  per- 
forraanss  of  the  sponsored  agreement;  (b) 
the  restraints  or  requirements  imposed  by 
such’  factors  as  arm's-length  bargaining. 
Federal  and  State  laws  and  regulations,  and 
sponsored  agreement  terms  and  conditions: 
(c)  whether  or  net  the  individuals  concerned 
acted  with  due  prudence  in  the  circum¬ 
stances.  considering  their  responsibilities  to 
the  institution,  it  employees,  it  students,  the 
Government,  and  the  public  at  large;  and 
(dXdthc  extent  to  which  the  actions  taken 
with  respect  to  the  incurrence  of  the  cost 
are  consistent  with  established  institutional 
policies  and  practices  applicable  to  the  work 
of  the  institution  generally,  including  spon¬ 
sored  agreements. 

4.  Allocable  casts. 

a.  A  cost  is  alloimole  to  a  particular  cost 
objective  (Le..  a  specific  function,  project, 
sponsored  agreement,  department,  or  the 
like)  If  the  goods  or  services  involved  are 
chargeable  or  assignable  to  such  cost  objec¬ 
tive  In  accordance  with  relative  benefits  re¬ 
ceived  or  other  equitable  relationship.  Sub¬ 
ject  to  the  foregoing,  a  cost  is  allocable  to  a 
sponsored  agreement  if  (1)  it  is  Incurred 
solely  to  advance  the  work  under  the  spon¬ 
sored  agreement;  (2)  its  benefits  both  the 
sponsored  agreement  and  other  work  of  the 
Irjtltutlon.  •  in  proportiens  that  can  be  ap¬ 
proximated  through  use  of  reasonable 
methods,  or  (3)  it  is  necessary  to  the  oveiall 
operation  of  the  ir.stitution  and.  in  light  of 
the  principles  provided  In  this  Circular,  is 
deemed  to  be  assignable  in  part  to  spon¬ 
sored  projects.  Where  the  purchase  of 
equipment  or  other  capital  items  is  specifi¬ 
cally  authorned  under  a  sponsored  agree¬ 
ment,  the  amounts  thus  authorized  for  such 
purchases  are  assignable  to  the  sponsored 
agreement  regardless  of  the  use  that  may 
subsequently  bs  made  of  the  equipment  or 
otter  czpital  items  involved. 

b.  .Any  ccsts  allocable  to  a  particular  spon¬ 
sored  asreement  under  the  standards  pro¬ 
vided  In  this  Circular  may  not  be  shitted  to 
othei'  sponsored  agreements  In  order  to 
meet  dsflclencies  caused  by  overruns  or 
other  fund  considerations,  to  avoid  restric¬ 
tions  imposed  by  law  or  by  terms  of  the 
sponsored  .igT’cment,  or  for  other  reasons 
of  conviencc. 

5.  Applicable  crediis. 

L  The  term  applicable  credits  refers  to 
thoae  receipts  or  negative  expenditures  that 


operate  to  offset  or  reduce  direct  or  indirect 
cost  items.  Typical  examples  of  such  trans¬ 
actions  are:  purchase  discounts,  rebates,  or 
allowances;  recoveries  or  inderaniies  on 
losses;  adjustments  of  overpayments  or 
erroneous  charges.  This  term  also  includes 
•‘educational  discounts"  on  products  or  serv¬ 
ices  provided  specifically  to  educational  in¬ 
stitutions.  -  such  as  discounts  on  computer 
equipment,  except  where  the  arra.ngement 
is  clearly  and  explidUy  idenufied  as-  a  gift 
by  the  vendor. 

■  b.  In  some  instances,  the  amount  received 
from  the  Federal  Government  to  finance  in¬ 
stitutional  activities  or  service  operations 
should  be  treated  as  applicable  credits.  Spe¬ 
cifically,  the  concept  of  netting  such  credit 
items  against  related  e.xpenditures  should 
be  applied  by  the  institution  in  aetemnmiag 
the  rates  or  amounts  to  be  charged  to  spon¬ 
sored  agreements  for  services  rencgred 
whenever  the  facilities  or  other  resources 
used  in  providing  such  services  have  been  fi¬ 
nanced  directly,  in  whole  or  in  part,  by  Fed¬ 
eral  funds.  (Sec  Sccuor.s  F3.  J9a.  and  J38 
for  areas  of  potential  application  in  the 
matter  of  direct  Federal  financing.) 

6.  Costs  iacurred  by  State  cad  local  fov- 
era-n.tm.is.  Costs  incurred  or  paid  by  State  or 
local  governments  on  behalf  of  their  col¬ 
leges  and  universities  far  fringe  benefit  pro¬ 
grams  s'uch  as  pension  costs  and  FICA  and 
any  other  costs  specifically  incurred  on 
behalf  of.  and  In  direct  benefit  to.  the  insti¬ 
tutions  are  allowable  costs  of  ruch  Institu¬ 
tions  whether  or  no:  these  ccsts  are  record¬ 
ed  in  the  accounting  records  of  the  institu¬ 
tions.  subject  to  the  following; 

a.  The  costs  meet  the  requirements  of  Cl 
through  5  above. 

b.  The  costs  are  properly  supported  by 
cost  allocation  plans  in  accordance  with  ap- 
pliable  Fede-rol  cost  accounting  principles. 

c.  The  costs  are  not  otherwise  borne  di¬ 
rectly  or  indirectiy  by  the  Federal  Govern¬ 
ment. 

7.  Limitations  on  oUo'hcnce  of  costs. 
Sponsored  agreements  may  be  subject  to 
starutory  requirements  that  limit  the  allow¬ 
ance  of  costs.  When  the  maximum  amount 
allowable  under  a  limitation  is  less  than  the 
total  amount  determined  in  accordance  with 
the  principles  in  this  Circular,  the  amount 
not  recoverable  under  a  sponsored  agree¬ 
ment  may  not  be  charged  to  other  spon¬ 
sored  agreements. 

».  Bmcr  COSTS 

1.  Gemerai.  Direct  costs  are  those  costs 
that  can  be  Identified  specifically  with  a 
particular  sponsored  projeca  and  instrue- 
tlonai  activity,  or  any  other  mstitutional  ac¬ 
tivity.  or  that  can  be  directly  assigrieo  to 
such  activities  relatively  easily  with  a  high 
degree  of  accuracy. 

2.  Application  to  sponsored  afreements. 
Identification  with  the  sponsored  work 
rather  than  the  nature  of  the  goods  and 
sendees  involved  is  the  determining  factor 
in  distinguishing  direct. from  indirect  costs 
of  sponsored  agreements.  Typical  costs 
charged  directly  to  a  sponsored  agreement 
are  the  compensation  of  employees  for  per¬ 
formance  of  work  under  the  sponsored 
agreement,  including  reiated  fringe  benefit 
costs  to  the  extent  they  are  cor.sistently 
treated,  in  like  circumstances,  by  the  uisti- 
tutlon  as  direct  rather  than  indirect  costs; 
the  costs  of  materials  consumed  or  expend¬ 
ed  in  the  performance  of  the  work;  and 
other  items  of  expense  incurred  for  the 
sponsored  agreement,  including  extraordi¬ 


nary  utility  consumption.  The  cost  of  mate¬ 
rials  supplied  from  stock  or  services  ren¬ 
dered  by  speciaiizud  facilities  or  other  insti¬ 
tutional  service  operations  may  be  included 
as  direct  ccsts  of  sponsored  agreements,  pro¬ 
vided  such  items  are  consistently  treated,  in 
like  circumstances,  by  the  institution  as 
direct  rather  than  indirect  costs,  and  are 
charged  under  a  recognized  method  of  com¬ 
puting  acrual  costs,  and  conform  to  general¬ 
ly  accepted  cost  accounting  practices  con¬ 
sistently  followed  by  the  insUtution. 

E-nrotMcr  costs 

L  General  Indirect  costs  are  those  that 
are  incurred  for  common  or  joint  objectives 
and  therefore  cannot  be  identified  readily 
and  specifically  w^th  a  pa.'ticular  sponsored 
project,  and  instructional  activity,  or  any 
other  institutional  activity.  .41  educational 
institutions  such  costs  normally  are  classi¬ 
fied  under  the  following  indirect  cost  cate¬ 
gories:  depreciation  and  use  allowances,  gen¬ 
eral  administration  and  general  expenses, 
sponsored  projects  administration  expenses, 
operation  and  maintenance  expenses,  li¬ 
brary  expenses,  departmental  administra¬ 
tion  expenses,  and  student  adnunistratioa 
and  services. 

2.  enteraa  for  distrib-atiOTL 

3.  Base  period.  A  base  period  for  distnbu- 
tlcn  of  indirect  costs  is  the  period  during 
which  the  costs  are  incurred.  The  base 
per.od  normally '  should  coincide  with  the 
fiscal  year  established  'ey  the  institution, 
but  in  any  event  the  base  period  should  oe 
so  selected  as  to  avoid  inequities  in  the  dla- 
nibution  of  costs. 

b.  .Weed  for  cost  yrcv.pinga.  The  overall  ch- 
jectlve  of  the  indirect  cost  allocation  process 
is  to  distribute  the  indirect  cosu  descr.bed 
in  Section  F  to  the  major  functions  of  the 
institution  in  proportions  reasonably  con¬ 
sistent  with  the  nature  and  ertent  of  thsir 
use  of  the  institution's  resources.  In  order 
to  achieve  this  objective,  it  may  be  neces¬ 
sary  to  provide  for  selective  distribution  by 
establishing  separate  groupings  of  cost 
within  one  or  more  of  the  indirect  cost  cate¬ 
gories  referred  to  in  £1  above.  In  general. 
the.cost  groupings  established  within  a  cate¬ 
gory  should  constitute,  in  each  case,  a  pool 
of  those  items  of  expense  chat  are  consid¬ 
ered  to  be  of  like  nature  in  terms  of  their 
relative  contribution  to  (or  degree  of  re- 
moten-.-ss  from)  ilie  particular  cost  oo;ec- 
tlves  to  which  distribution  is  appropr.ate. 
Cost  groupings  should  be  establtshea  consid¬ 
ering  the  genera!  guides  provided  in  c  beiow. 
Each  such  pool  or  cost  grouping  should 
then  be  distributed  individuaily  to  the  relat¬ 
ed  cost  objectives,  using  the  distribution 
base  or  method  most  appropr.ate  in  the 
light  of  the  guides  set  forth  in  d  below. 

c.  Generai  considerations  on  cost  preup- 
fnpa  The  extent  to  which  separate  cost 
groupings  and  selective  distribution  would 
be  appropriate  at  an  institution  is  a  matter 
of  judgment  to  be  determined  on  a  case-ty- 
ra.<u»  basis.  Typical  situations  which  may 
warrant  the  establishment  of  two  or  more 
separate  cost  groupings  (based  on  account 
classification  or  analysis)  within  an  inoirwt 
cost  category  Include  but  are  not  limited  to 
the  foUowhng; 

(1)  Where  certain  items  or  categories  of 
expense  relate  solely  to  one  of  the  major 
functions  of  the  insutution  or  to  lass  than 
ail  functions,  such  expenses  should  be  set 
aside  as  a  separate  cost  grouping  for  direct 
assignment  or  selective  ailocauen  in  accord¬ 
ance  wnth  the  guides  provided  in  E2b  and  d. 
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(2)  Where  any  ..ypes  of  expense  ordinarily 
treated  as  general  administration  or  depart¬ 
mental  administration  are  charged  to  spon¬ 
sored  agreements  as  direct  costs,  expenses 
appiicaOle  to  other  actisities  of  the  institu¬ 
tion  when  incurred  for  the  same  purposes  in 
like  circumstances  must,  through  separate 
cost  groupings,  be  excluded  from  the  Indi¬ 
rect  costs  allocable  to  those  sponsored 
agreements  and  included  in  the  direct  cost 
of  other  activities  for  cost  allocation  pur¬ 
poses. 

(3)  Where  it  is  determined  that  certain  ex¬ 
penses  are  for  the  support  of  a  service  unit 
or  facility  whose  output  is  susceptible  of 
measurement  on  a  workload  or  other  quan¬ 
titative  basis,  such  expenses  should  be  set 
aside  as  a  separate  cost  gouping  for  distribu¬ 
tion  on  such  basis  to  organized  research,  in¬ 
structional.  and  other  activities  at  the  insti¬ 
tution  or  within  the  department. 

(4)  Where  activities  provide  their  own  pur¬ 

chasing.  personnel  administration,  building 
maintenance  or  similar  service,  the  distribu¬ 
tion  of  general  administration  and  general 
espenses,  or  operation  and  maintenance  ex¬ 
penses  to  such  activities  should  be  accom¬ 
plished  through  cost  groupings  which  in¬ 
clude  only  that  portion  of  central  indirect 
costs  (such  as  for  overall  management) 
which  are  properly  allocable  to  such  activi¬ 
ties.  , 

(5)  Where  the  institution  elects  to  treat 
fringe  benefits  as  indirect  charges,  such 
costs  should  be  set  aside  as  a  separate  cost 
grouping  for  selective  distribution  to  related 
cost  objectives. 

(6)  The  number  of  separate  cost  groupings 
within  a  category  should  be  held  within 
practical  limits,  after  taking  into  considera¬ 
tion  the  materiality  of  the  amounts  involved 
and  the  degree  of  precision  attainable 
through  less  selective  methods  of  distribu¬ 
tion. 

d.  Selection  of  distritrution  method. 

(1)  Actual  conditions  must  be  taken  into 
account  In  selecting  the  method  or  base  to 
be  used  In  distributing  individual  cost 
groupings.  The  essential  consideration  in  se¬ 
lecting  a  base  is  that  it  be  the  one  best 
suited  for  assigning  the  pool  of  costs  to  cost 
objectives  in  accordance  with  benefits  de¬ 
rived;  a  traceable  cause  and  effect  relation¬ 
ship;  or  logic  and  reason,  where  neither 
benefit  nor  cause  and  effect  relationship  is 
determinable. 

(2)  Where  a  cost  grouping  can  be  identi¬ 
fied  directly  with  the  cost  objective  benefit¬ 
ed,  it  should  be  assigned  to  that  cost  objec¬ 
tive. 

(3)  Where  the  expenses  in  a  cost  grouping 
are  more  general  in  nature,  the  distribution 
may  be  based  on  a  cost  analysis  study  which 
results  in  an  equitable  distribution  of  the 
costs.  Such  cost  anai>'5i3  studies  may  take 
into  consideration  weighting  factors,  popu¬ 
lation,  or  space  occupied  If  appropriate. 
Cost  analysis  studies,  however,  must  (a)  be 
appropriately  documented  in  suffirient 
detail  for  subsequent  review  by  the  cogni¬ 
zant  Federal  agency,  (b)  distribute  the  costs 
to  the  related  cost  objectives  In  accordance 
with  the -relative  benefits  derived,  (c)  be  sta¬ 
tistically  sound,  (d)  be  performed  specifical¬ 
ly  at  the  institution  at  which  the  results  are 
to  be  used,  and  (e)  be  reviewed  periodically, 
but  not  less  frequently  than  every  two 
years,  updated  if  necessary,  and  used  con¬ 
sistently.  Any  assumptions  made  in  the 
study  must  be  stated  and  explained.  The  use 
of  cost  analysis  studies  and  periodic  changes 


in  the  method  of  cost  distribution  must  be 
fully  Justified. 

(4)  If  a  cost  analysis  study  is  not  per¬ 
formed,  or  if  the  study  does  not  result  in  an 
equitable  distribution  of  the  costs,  the  dis¬ 
tribution  shall  be  made  in  accordance  with 
the  appropriate  base  cited  in  Section  P.. 
unless  one  of  the  following  conditions  is 
met;  (a)  it  can  be  demonstrated  that  the  use 
of  a  different  base  would  result  In  a  more 
equitable  allocation  of  the  costs,  or  that  a 
more  readily  available  base  would  not  in¬ 
crease  the  costs  charged  to  sponsored  agree¬ 
ments,  or  (b)  the  institution  qualifies  for, 
and  elects  to  use.  the  simplified  method  for 
computing  indirect  cost  rates  described  in 
Section  H. 

e.  Order  of  Distribution. 

(1)  Indirect  cost  categories  consist  of  de¬ 
preciation  and  use  allowance,  operation  and 
maintenance,  general  administration  and 
general  expenses,  departmental  administra¬ 
tion,  sponsored  projects  administration,  li¬ 
brary.  and  student  administration  and  serv¬ 
ices,  as  described  in  Section  P. 

(2)  Depreciation  and  use  allowances,  oper¬ 
ation  and  maintenance  expenses,  smd  gener¬ 
al  administrative  and  general  expenses 
should  be  allocated  in  that  order  to  the  re¬ 
maining  indirect  cost  categories  as  well  as  to 
the  major  functions  and  specialized  service 
facilities  of  the  institution.  Other  cost  cate¬ 
gories  may  be  allocated  in  the  order  deter¬ 
mined  to  be  most  appropriate  by  the  institu¬ 
tions.  V.'hen  cross  allocation  of  costs  is  made 
as  provided  in  (3)  below,  this  order  of  alloca¬ 
tion  does  not  apply. 

(3)  Normally  an  indirect  cost  category  will 
be  considered  closed  once  it  has  been  allo¬ 
cated  to  other  cost  objectives,  and  costs  may 
not  be  subsequently  allocated  to  It.  Howev¬ 
er,  a  cross  allocation  of  costs  between  two  or 
more  indirect  cost  categories  may  be  ’used  if 
such  allocation  will  result  in  a  more  equita.- 
ble  allocation  of  costs.  If  a  cross  allocation  is 
used,  an  appropriate  modification  to  the 
composition  of  the  Indirect  cost  categories 
described  in  Section  P  is  required. 

r.  rPErrrrriCATiON  mtd  AssiGrrMzrrr  or 
iimrarcT  costs 

1.  Depreciation  and  use  aUataances. 

a.  The  e.xpenses  ’snder  this  heading  are 
the  portion  of  the  costs  of  the  irstltution's 
buddings,  capital  improvements  to  land  and 
buildings,  and  equipment  which  are  comput¬ 
ed  in  accordance  with  Section  J9. 

b.  In  the  absence  of  the  alternatives  pro¬ 
vided  for  in  Section  E2d.  the  e.xpenses  in¬ 
cluded  in  this  category  shall  be  allocated  in 
the  following  manner 

(1)  Depreciation  or  use  allowances  on 
buildings  used  e.xclusively  in  the  conduct  of 
a  single  function,  and  on  capital  improve¬ 
ments  and  equipment  used  In  such  build¬ 
ings,  shall  be  assigned  to  that  function. 

(2)  Depreciation  or  use  allowances  on 
buddings,  used  for  more  than  one  function, 
and  on  capital  Improvements  and  equipment 
used  in  such  budcfjngs.  shall  be  allocated  to 
the  individual  functions  performed  In  each. 
building  on  the  basis  of  usable  square  feet 
of  space,  excluding  common  areas  such  as 
hallways,  stairwells,  and  restrooms. 

(3)  Depreciation  or  use  allowances  on 
buddings  and  capitrd  Improvements  where 
space  Is  used  Jomily,  and  on  equipment  used 
jointly,  shall  be  allocated  to  benefiting  func¬ 
tions  in  proportion  to  the  total  salaries  and 
wages  applicable  to  the  iomt  functions. 

(4)  Depreciation  or  use  allowances  oil 
buildings,  capital  improvements,  and  equip¬ 


ment  used  predominantly  for  one  function 
and  only  incidentally  for  otheris).  may  be 
assigned  to  the  function  in  which  it  is  used 
predominantly. 

(5)  Depreciation  or  use  allowances  on  cer¬ 
tain  capital  improvements  to  land,  such  as 
paved  parking  areas,  fences,  sidewalks,  and 
the  Like,  not  included,  in  the  cost  of  build¬ 
ings.  shall  be  allocated  to  user  categories  of 
students  and  employees  on  a  fuU-tlrae  equiv¬ 
alent  basis.  The  amount  allocated  to  the 
student  category  shall  be  assigned  to  the  in¬ 
struction  function  of  the  institution.  The 
amount  allocated  to  the  employee  category 
shall  be  further  allocated  to  the  major  func¬ 
tions  of  the  institution  in  proportion  to  the 
salaries  and  wages  of  all  employees  applica¬ 
ble  to  those  functions, 

2.  Operation  and  maintenance  expenses. 

a.  The  e.xpenses  under  this  heading  are 
those  that  have  been  incurred  by  a  central 
service  organization  or  at  the  departmental 
level  for  the  administration,  supervision,  op¬ 
eration.  maintenance,  preservation,  and  pro¬ 
tection  of  the  institution’s  physical  plant. 
They  include  expenses  normally  incurred 
for  such  Items  as  janitorial  and  utility  serv¬ 
ices:  repairs  and  ordinary  or  normal  alter¬ 
ations  of  buildings,  furniture  and  equip¬ 
ment;  and  care  of  grounds  and  maintenance 
and  operation  of  buildings  and  other  plant 
faculties.  The  operation  and  maintenance 
e.xpenses  category  should  also  include  the 
fringe  benefit  costs  applicable  to  the  sala¬ 
ries  and  wages  included  therein,  and  depre¬ 
ciation  and  use  allowance. 

b.  In  the  absence  of  the  alternatives  pro¬ 
vided  for  in  Section  E2d.  the  e.xpenses  in¬ 
cluded  ’in  this  category  shall  be  allocated  in 
the  same 'manner  as  described  in  Section 
Fib  for  depreciation  and  use  ailcwances. 

3.  General  administration  and  general  ex¬ 
penses. 

a.  The  expenses  under  this  heading  are 
those  that  have  been  incurred  for  the  gener¬ 
al  executive  and  administrative  offices  of 
educational  institutions  and  other  expenses 
of  a  general  character  which  do  not  relate 
solely  to  any  major  function  of  the  institu¬ 
tion;  Le.,  solely  to  (1)  instruction,  (2)  orga¬ 
nized  research.  (3)  other  sponsored  activi¬ 
ties,  or  (4)  olher  institutional  activities.  The 
general  administration  and  general  expense 
category  should  also  include  the  fringe 
benefit  costs  applicable  to  the  salaries  and 
wages  included  therein,  an  appropriate 
share  of  operation  and  maintenance  ex¬ 
pense.  and  depreciation  and  use  allowances. 

b.  In  the  absence  of  the  alternatives  pro¬ 
vided  for  m  Section  E2d.  the  expenses  in¬ 
cluded  in  this  category  shall  be  grouped 
first  according  to  common  major  functions 
of  the  institution  to  which  they  render  serv¬ 
ices  or  provide  benefits.  The  aggregate  ex¬ 
penses  of  each  group  shall  then  be  allocated 
to  serviced  or  benefited  functions  on' the 
modified  total  cost  basis.  Modified  total 
costs  consist  of  salaries  and  wages,  fringe 
benefits,  materials  and  supplies,  services, 
travel,  and  subgrants  and  subcontracts  up  to 
$25,000  each.  When  an  activity  included  in 
this  indirect  cost  category  provides  a  service 
or  product  to  another  Institution  or  organi¬ 
zation.  an  appropnate  adjustment  must  be 
made  to  either  the  expenses  or  the  basis  of 
allocation  or  both,  to  assure  a  proper  alloca¬ 
tion  of  costs. 

4.  Departmental  administration  expenses. 

a.  The  expenses  under  this  heading  'are 

those  that  have  been  incurred  for  adminis¬ 
trative  and  supporting  services  that  benefit 
common  or  joint  depaxtmental  activities  or 
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objectives  In  academic  deans’  offlces.  aca¬ 
demic  departments  and  divisions,  and  orsa- 
nized  researcn  institutes,  study  centers,  and 
researcb  centers.  Departmental  administra¬ 
tion  expenses  are  subject  to  tbe  faUoadac 
limitations. 

(1)  Academic  deans’  oiflces.  Salaries  and 
operating  expenses  are  limited  to  those  at¬ 
tributable  to  administrative  functions. 

(2)  Academic  departments: 

la)  The  salaries  of  the  heads  of  academic 
departments,  dtrisions,  and  organized  re¬ 
search  units  are  limited  to  amounts  attrib¬ 
utable  to  theu-  administrative  duties.  Sala¬ 
ries  of  professorial  or  professional  staff, 
whose  appointment  or  assignment  re<iuire 
administrative  wors  that  benefits  sponsored 
projects,  may  also  be  included  to  the  extent 
that  the  portion  so  charged  is  dearly  and 
specifically  supported  as  required  in  Section 
J6. 

Cb)  Other  administrative  and  supportins 
expenses  incurred  within  academic  depart¬ 
ments  are  allowable  provided  they  are  treat¬ 
ed  consistently  in  iiiie  cirrumstances.  This 
would  Indude  expenses  ruch  as  the  salaries 
of  secretanal  and  derical  staffs,  the  salaries 
of  administraUve  officers  and  assistants 
travel,  office  supplies,  stochrooms,  and  the 
like. 

(3)  Other  frinsre  benefit  costs  applicable  to 
the  salaries  and  wages  included  in  (1)  and 
(2)  above  are  ailowabie.  as  well  as  an  appro¬ 
priate  share  of  general  administration  and 
general  expenses,  operation  and  mainte¬ 
nance  expenses,  and  depreciatioD  and/or 
use  allowauces. 

b.  In  the  absence  of  the  alternatives  pro¬ 
vided  for  in  Section  E2d.  the  e.xpenses  in¬ 
cluded  in  this  category  shall  be  allocated  as 
follows: 

(1)  The  administrative  expenses  of  the 
dean's  office  of  each  college  and  school 
shall  be  allocated  to  the  academic  depart¬ 
ments  within  that  college  or  school  on  the 
modified  total  cost  basis. 

(2)  The  administrative  expenses  of  each 
academic  department,  and  the  department’s 
share  of  the  experaes  allocated  in  (1)  above 
shall  be  allocated  to  the  appropriate  func- 
tlccs  of  the  department  on  the  modified 
total  coast  basis. 

5.  Sponsored  projects  administration. 

a.  The  expenses  under  this  heading  are 
those  that  have  been  incurred  by  a  separate 
organizationis)  established  primarily  to  ad¬ 
minister  sponsored  projeca.  including  such 
functions  as  grant  and  contract  administra- 
tloc  (Federal  and  Non-Federal).  special  se¬ 
curity,  purchasmg,  personnel  adminlstra- 
tioa  and  editing  and  publishing  of  research 
and  other  reports.  They  include  the  salaries 
and  expenses  of  the  bead  of  such  organiza¬ 
tion.  bis  assistanu.  and  their  immediate 
staff,  together  with  the  salaries  and  ex¬ 
penses  of  personnel  entsged  in  supporting 
activities  maintained  by  the  organization, 
such  as  stock  rooms,  stenographic  pools, 
and  the  like.  The  salaries  of  professorial  or 
professional  staff  whose  appomtments  or 
assignments  Involve  the  performance  of 
such  administrative  work  may  also  be  in¬ 
cluded  to  the  extent  that  the  portion  so 
charged  to  sponsored  agreements  adminis¬ 
tration  is  clearly  identified  and  supported  as 
required  by  Section  J6.  This  category 
should  also  include  the  fringe  benefit  costs 
applicable  to  the  salaries  and  wages  includ¬ 
ed  therein,  an  tppropnaie  share  of  general 
administration  and  general  expenses,  the 
operation  and  maintenance  expenses,  and 
depreciation  and  use  allowance.  Appropriate 


Uustments  should  be  made  for  serviees 
.-ovided  to  other  functions  or  organiza¬ 
tions. 

b.  In  the  absence  of  the  alternatives  pro¬ 
vided  for  In  Section  E2<1.  the  expenses  in¬ 
cluded  in  this  category  shall  be  allocated  to 
the  major  functions  of  the  institution  under 
which  the  sponsored  projects  are  conducted 
on  the  basis  of  the  modified  total  cost  of 
sponsored  projects. 

c.  An  appropriate  adjustment  shall  be 
made  to  eliminate  any  duplicate  charges  to 
sponsored  agreements  when  this  category 
includes  sinulai  or  identical  activities  as 
those  included  in  the  general  administration 
and  general  expense  category  or  other  indi¬ 
rect  cost  items,  such  as  ace otm ting,  proenro- 
ment.  or  personnel  administration. 

6.  Libmry  expenses. 

a  The  expenses  under  this  heading  are 
those  th;  have  been  incurred  for  the  oper¬ 
ation  of  the  library.  Including  the  cost  of 
books  and  library  matenals  purchased  for 
the  library,  less  any  items  oi  library  income 
that  qualify  as  applicable  credits  under  Sec¬ 
tion  C3.  The  library  expense  category 
should  also  include  the  fringe  benefits  ap- 
pUcahle  to  the  saiar.es  and  wages  included 
therein,  an  appropriate  share  of  general  ad¬ 
ministration  and  general  expense,  operation 
and  maintenance  expense,  and  depreciation 
and  use  allowances.  Costs  incurred  in  the 
purchases  of  rare  books  (museum-type 
books)  with  no  value  to  sponsored  agree¬ 
ments  should  not  be  allocated  to  them. 

b.  In  the  absence  of  the  aitematives  pn> 
vided  for  In  Section  i:2d,  the  expenses  in¬ 
cluded  In  this  category  shall  be  allocated 
first  on  the  basis  of  primary  categories  of 
users,  including  students,  professions!  em¬ 
ployees.  and  other  users. 

(1)  The  student  category  shall  consist  of 
XuH-time  equivalent  students  enrolled  at  the 
Instltahon,  regardless  of  whether  they  cam 
credits  toward  a  degree  or  ceraficaie. 

(2)  The  professional  employee  category 
shall  consist  of  oil  faculty  members  and 
other  professional  employees  of  the  institu¬ 
tion.  on  a  full-time  equivalent  basis. 

(3)  The  other  users  categcry  shall  consist 
of  all  other  users  of  library  facilities. 

c.  Amounts  allocated  in  b  above  shall  be 
assigned  further  as  follows  (1)  The 
amount  in  the  student  category  shall  be  as¬ 
signed  to  the  instruction  function  of  the  in¬ 
stitution. 

(2)  The  amount  in  the  professional  em¬ 
ployee  category  shall  be  assigned  to  Uie 
major  functions  of  the  institution  ui  propor¬ 
tion  to  the  salaries  and  wages  of  all  faculty 
memOers  and  other  professional  employees 
applicable  to  those  functions. 

(3)  The  amount  in  the  other  users  catego¬ 
ry  shall  be  assigned  to  the  other  institution¬ 
al  activities  function  of  the  institution. 

7.  Student  administration  and  services. 
a.  The  expenses  under  this  heading  are 
those  that  have  been  incurred  for  the  ad- 
nunistntion  of  student  affairs  and  for  serv¬ 
ices  to  students,  including  expenses  of  such 
activities  as  deans  of  students,  admissions, 
registrar,  counselinr  and  placement  services, 
student  advisers,  student  health  and  infir¬ 
mary  services,  catalogs,  and  commence¬ 
ments  and  convocations.  The  salaries  of 
members  of  the  academic  staff  whose  aca¬ 
demic  appointments  or  assignments  involve 
the  performance  of  such  administrative  or 
service  work  may  also  be  included  to  the 
extent  that  the  portion  so  cha.-ged  Is  sup¬ 
ported  pursuant  to  Section  J6.  This  expense 
category  also  includes  the  fringe  benefit 


easts  applicable  to  the  salaries  and  wages  In¬ 
cluded  therein,  an  appropriate  share  of  gen¬ 
eral  administration  and  general  e.xpenses. 
operation  and  maintenance,  and  use 
allowances  and/or  depreciation. 

b.  In  the  absence  of  the  alternatives  pro¬ 
vided  for  in  Section  E3d.  the  expenses  in 
thi<  category  shall  be  allocated  to  the  In¬ 
struction  function,  and  subsequently  to 
sponsored  agreements  in  that  funcr.oc. 

8.  Offset  for  indirect  erpmses  oOiervise 
provided  for  by  (he  GorernmsnL 

a.  The  Items  to  be  accumulated  under  this 
heading  are  the  reimbursements  and  other 
payments  from  the  Federal  Government 
which  are  made  to  the  institution  to  sup¬ 
port  solely,  specifically,  and  directly,  in 
whole  or  in  part,  any  of  the  administrative 
or  service  activities  described  in  FI  through 
7  above. 

b.  The  items  to  this  group  shall  be  treated 
as  a  credit  to  the  affected  individual  indirect 
cost  category  before  that  category  is  allp- 
cated  to  benefiting  functions. 

C.  BtTtaSOTATIOX  AXP  Amicurtoji  OF 
nmrBT/TT  COST  OAZX  OZ  BATTS 

1.  Indirect  cost  pools. 

a  Subject  to  b  beiow.  the  separate  catego¬ 
ries  of  indirect  costs  allocated  to  each  major 
function  of  the  institution  as  prescribed  in 
Section  I  shall  be  aggregated  and  treated  as 
a  common  pool  for  that  function.  'The 
amount  in  each  pool  shall  be  divtded  by  the 
distribution  base  descr.bed  in  C3  below  to 
arrive  at  a  single  indirect  cost  rate  tor  each 
function.  The^rale  for  each  function  is  used 
to  distribute '  Indirect  costs  to  individual 
sponsored  agreement  of  that  function. 
Since  a  common  pool  established  for  each 
major  function  of  the  institution,  a  separate 
indirect  cost  rate  would  be  estobiishec  for 
each  of  the  major  functions  described  in 
Section  B1  under  which  sponsored  agree¬ 
ments  are  carried  oul 
b.  In  some  instances  a  single  rate  basis  for 
use  across  the  board  on  ail  work  witnia  a 
major  function  at  an  institution  may  not  be 
appropriate.  A  single  rate  for  .-esearcii.  for 
example,  might  not  take  into  account  those 
different  environmental  factors  and  other 
conditions  which  may  affect  suostaniially 
the  indirect  costs  applicaoie  to  a  particular 
segment  of  research  at  the  institution.  A 
particular  segment  of  research  may  be  that 
performed  under  a  single  sporjored  agree¬ 
ment  or  it  may  consist  of  research  under  a 
group  of  sponsored  agreements  performed 
in  a  common  environment.  The  er.vironmen- 
tai  factors  are  no:  iimitea  to  the  phj-sical  lo¬ 
cation  of  the  work.  Other  important  factors 
are  the  level  of  the  administrative  support 
required,  the  nature  of  hhe  facilities  or 
other  resources  employed,  the  scieatific  dis¬ 
cipline  or  technical  skills  involved,  the  or¬ 
ganizational  arrangements  used,  or  any 
combination  thereof.  Where  a  particular 
segmeit  of  a  sponsored  agreement  is  per¬ 
formed  within  an  environment  which  ap¬ 
pears  to  generate  a  significantly  different 
level  of  indirect  costs,  proiision  should  be 
made  for  a  separate  indirect  cost  pool  appli¬ 
cable  to  such  work.  The  separate  indirect 
cost  pool  should  be  developed  dunng  the 
regular  course  of  the  race  determination 
process  and  the  separate  indirect  cost  rate 
resulting  therefrom  should  be  utilized:  pro¬ 
vided  it  is  determined  that  (1)  such  indirect 
cost  rate  differs  significantly  from  that 
which  would  have  been  obtained  under  a. 
above,  and  (2)  the  volume  of  work  to  which 
such  rate  would  apply  is  material  in  relation 
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to  other  spoasorea  agreements  at  the  Insti¬ 
tution. 

2.  The  distribution  basis.  Indirect  costs 
shall  be  distributed  to  applicable  sponsored 
agreements  on  the  basis  ot  modified  total 
direct  costs,  consisting  of  salaries  and  wages, 
fringe  benefits,  materials  and  supplies,  serv¬ 
ices.  travel,  and  subgrants  and  subcontracts 
up  to  $25,000  each.  For  this  purpose,  an  in¬ 
direct  cost  rate  should  be  determined  for 
each  of  the  separate  indirect  cost  pools  de¬ 
veloped  pursuant  to  Gl.  above.  The  rate  in 
each  case  should  be  stated  as  the  percentage 
which  the  amount  of  the  particular  indirect 
cost  pool  is  of  the  modified  total  direct  costs 
identified  with  such  pool.  Other  bases  may 
be  used  where  it  can  be  demonstrated  that 
they  produce  more  equitable  results, 

•  3.  Negotiated  lump  sum  for  indirect  costs. 
A  negotiated  fixed  amount  in  lieu  of  indi¬ 
rect  costs  may  be  appropriate  for  self-con¬ 
tained,  off-campus,  or  primarily  subcon¬ 
tracted  activities  where  the  benefits  derived 
from  an  institution's  indirect  services 
cannot  be  readily  determined.  Such  negoti¬ 
ated  indirect  costs  a-ill  be  treated  as  an 
offset  before  allocation  to  instruction,  orga¬ 
nized  researcn.  other  sponsored  activities, 
and  ocher  institutional  activities.  The  base 
on  which  such  remaining  expenses  are  allo¬ 
cated  should  be  appropriately  adjusted. 

4.-  Predetermzr.ed  /ized  rates  for  indirect 
costs.  Public  Law  37-638  (76  Stat.  437)  au¬ 
thorizes  the  use  of  predetermined  fLxed 
rates  m  decennining  the  indirect  costs  appli¬ 
cable  under  research  agreements  with  edu¬ 
cational  institutions.  The  stated  objectives 
of  the  law  are  to  sunplify  the  administra¬ 
tion  of  cost-type  research  and  development 
contracts  vinciuding  grants)  with  education¬ 
al  institutions,  to  facilitate  the  preparation 
of  their  budgets,  and  to  permit  more  expedi¬ 
tious  closeout  of  such  contracts  when  the 
worx  IS  completed.  Ln  view  of  the  potential 
advantages  offered  by  this  procedure,  con¬ 
sideration  should  be  given  to  the  negotia¬ 
tion  of  predetermined  fixed  rates  for  indi¬ 
rect  costs  in  those  situations  where  the  cost 
experience  and  ether  pertinent  facts  availa¬ 
ble  are  deemed  sufficient  to  enable  the  par¬ 
ties  involved  to  reach  an  informed  judgment 
as  to  the  probable  level  of  indirect  costs 
during  the  ensuing  accounting  period. 

3.  Negotiated  fxzed  rates  and  carrj-for- 
ward  provisions.  When  a  fixed  rate  is  nego¬ 
tiated  in  advance  for  a  fiscal  year  (or  other 
time  period),  the  over-  or  under-recovery  for 
that  year  may  be  Lncluded  as  an  adjustment 
to  the  indirect  cost  for  the  next  rate  negoti¬ 
ation.  When  the  rate  is  negotiated  before 
the  carry-forward  adjustment  is  determined, 
the  carry-forward  a.mount  may  be  applied  to 
the  next  subsequent  rate  negotiation.  When 
such  adjustments  are  to  be  made,  each  fixed 
rate  negotiated  in  advance"  for  a  given 
penod  win  be  computed  by  applying  the  ex¬ 
pected  indirect  costs  allocable  to  sponsored 
agreements  for  the  forecast  period  plus  or 
minus  the  carry-forward  adjustment  (over- 
or  under-recovery)  from  the  prior  period,  to 
the  forecast  distribution  base.  Unrecovered 
amounts  under  lump-sum  agreements  or 
cost-sharing  provisiors  of  prior  years  shall 
not  be  earned  forward  for  consideration  in 
the  new  rate  negotiation.  There  must,  how- 
ever,  be  an  advance  understanding  in  each 
case  between  the  Institution  and  the  cogni¬ 
zant  Federal  agency  as  to  •whether  these  dif¬ 
ferences  will  be  considered  in  the  rate  nego¬ 
tiation  rather  than  malting  the  determina¬ 
tion  after  the  differences  are  mown.  Fur¬ 
ther.  institutions  electing  to  use  this  carry¬ 


forward  provision  may  not  subsequently 
change  without  prior  appro*  1  of  the  cogni¬ 
zant  Federal  agency.  In  tht  event  that  an 
Institution  refurr.s  to  a  postdetermined  rate, 
any  over-  or  under-recovery  during  the 
period  in  which  negotiated  fixed  rates  and 
carry-forward  provisions  were  followed  wUl 
be  included  in  the  subsequent  postdeter¬ 
mined  rates.  Where  multiple  rates  are  used, 
the  same  procedure  will  be  applicable  for- 
determining  each  rate. 

H.  SIMPLUTED  STETHOD  TOR  StOALl. 

ntrrrnrriONS 

1.  General. 

a_  Where  the  total  direct  cost  of  worlt  cov¬ 
ered  by  this  Circular  at  an  institution  does 
not  e.xceed  $3,000,600  in  a  fiscal  year,  the 
use  of  the  simplified  procedure  described  in 
2,  below,  may  be  used  m  determining  allow¬ 
able  Indirect  costs.  Under  this  simplified 
procedure,  the  institution's  most  recent 
annual  financial  report  and  immediately 
available  supporting  information  with  sala¬ 
ries  and  wages  segregated  from  other  costs, 
will  be  utilized  as  a  basis  for  determining 
the  indirect  cost  rate  applicable  to  all  spon¬ 
sored  agreements. 

b.  The  simplified  procedure  should  not  be 
used  where  it  produces  results  which  appear 
inequitable  to  the  Government  or  the  insti¬ 
tution.  In  any  such  case,  indirect  costs 
should  be  determined  through  use  of  the 
regular  procedure. 

2.  Simplified  procedure. 

a.  Establish  the  total  amount  of  salaries 
and  wages  paid  to  all  employees  of  the  insti¬ 
tution. 

b.  Establish  an  indirect  cost  pool  consist¬ 
ing  of  the  expenditures  (exclusive  of  capital 
items  and  other  costs  specifically  identified 
as  unallowable)  which  customarily  are  clas¬ 
sified  under  the  following  titles  or  their 
equivalents: 

(1)  General  administration  and  general 
expenses  (excl'usive  of  costs  of  student  ad¬ 
ministration  and  services,  student  activities, 
student  aid,  and  scholarships). 

(2)  Operation  and  maintenance  of  physi¬ 
cal  plant:  and  depreciation  and  use 
allowances;  after  appropriate  adjustment 
for  costs  applicable  to  other  institutional  ac¬ 
tivities. 

(3)  Library. 

(4)  Department  administration  expenses, 
which  will  be  computed  as  20  percent  of  the 
salaries  and  expenses  of  deans  and  heads  of 
departments. 

In  those  cases  where  expenditures  classi¬ 
fied  under  (1)  above  have  previously  been 
allocated  to  other  institutional  activities, 
they  may  be  Included  in  the  indirect  cost 
POOL  The  total  amount  of  -alanes  and 
wages  included  In  the  Indiie  t  cost  pool 
must  be  separately  identified. 

c.  Establish  a  salary  and  wage  distribution 
base,  determined  by  deducting  from  the 
total  of  salaries  and  wages  as  established  in 
a  above  the  amount  of  salaries  and  wages  in¬ 
cluded  under  b  above. 

d.  Establish  the  indirect  cost  rate,  deter¬ 
mined  by  dividing  the  amount  in  the  indi¬ 
rect  cost  pool,  b  above,  by  the  amount  of 
the  distributicn  base,  c  above. 

e.  Apply  the  indirect  cost  rate  to  direct 
salaries  and  wages  for  individual  agreements 
to  determine  the  amount  of  indirect  costs 
allocable  to  such  agreemenU. 


J.  CC^ERAL  PROVISIONS  TOR  S’TXCTEO  ITEMS  Of 
COST 

Sections  I  through  44  below  proride  prin¬ 
ciples  to  oe  applied  in  establishing  the 
allowability  of  certain  items  involved  in  de¬ 
termining  cost.  These  principles  should 
apply  irrespective  of  whether  a  particular 
item  of  cost  is  properly  created  as  direct  cost 
or  indirect  cost.  Failure  to  mention  a  partic¬ 
ular  item  of  cost  is  not  intended  to  imply 
that  it  Is  either  allowable  or  unallowable; 
rather  determination  as  to  allowability  In 
each  case  should  be  based  on  the  treatment 
provided  for  similar  or  related  items  of  cost. 
In  case  of  a  discrepsuicy  between  the  provi¬ 
sions  of  a  specific  sponsored  agreement  and 
the  provisions  below,  the  agreement  should 
govern. 

1.  Advertising  costs. 

a.  The  term  advertising  costs  means  the 
costs  ot  adveri  sing  media  and  corollary  ad¬ 
ministrative  costs.  .Advertising  media  In¬ 
clude  magazines,  newspapers,  raxilo  and  tele¬ 
vision  programs,  direct  maU.  exhibits,  and 
the  lUce. 

b.  The  only  advertising  costs  allowable  are 
those  which  are  solely  for  (1)  the  recruit¬ 
ment  of  personnel  required  for  the  perform¬ 
ance  by  the  institution  of  obligations  arising 
under  the  sponsored  agreement,  when  con¬ 
sidered  in  conjunction  with  ah  other  re¬ 
cruitment  costs,  as  set  forth  in  Section  J32; 
(2)  the  prcc'urement  of  goods  and  services 
for  the  performance  of  the  sponsored  agree¬ 
ment:  (3)  the  disposal  of  scrap  or  surplus 
materials  acquired  in  the  performance  of 
the  sponsored  agreement  except  when  insti¬ 
tutions  are  reimbursed  for  disposal  costs  at 
a  predetermined  amount  in  accordance  with 
Attachment  N.  OMB  Circular  No.  A-110;  or 
(4)  other  specific  purposes  necessary  to 
meet  the  requirements  of  the  sponsored 
agreement. 

c.  Costs  of  this  nature,  if  Incurred  for 
more  than  one  sponsored  agreement  or  for 
both  sponsored  worii  and  other  worfe  of  the 
institution,  are  allowable  to  the  extent  that 
the  principles  In  Sections  D  and  S  are  ob¬ 
served. 

2.  Bad  debts.  Any  losses,  whether  actual  or 
estimated,  arising  from  uncollectible  ac¬ 
counts  and  other  claims,  related  collections 
costs,  and  related  legal  costs,  are  unallowa¬ 
ble. 

3.  Civil  defense  costs.  Cl’ril  defense  costs 
are  those  incurred  in  planning  for.  and  the 
protection  of  life  and  property  against,  the 
possible  effects  of  enemy  attaclt.  Reason¬ 
able  costs  of  civnl  defense  measures  (includ¬ 
ing  costs  in  excess  of  normal  plant  protec¬ 
tion  costs,  first-aid  training  and  supplies, 
firefighting  training,  posting  of  additional 
exit  notices  and  directions,  and  other  ap¬ 
proved  civil  defense  measures)  undertaken 
on  the  institution's  premises  pursuant  to 
suggestions  or  requirements  of  civil  defense 
authorities  are  allowable  when  distributed 
to  aU  activities  of  the  institution.  Capital 
e.xpendltures  for  civil  defense  purposes  will 
not  be  allowed,  but  a  use  allowance  or  de¬ 
preciation  may  be  permitted  in  accordance 
with  provisions  set  forth  in  Section  J9. 
Costs  of  local  civil  defense  projects  not  on 
the  Institution's  premises  are  unallowable. 

4.  Commencement  and  convocation  cosis. 
Costs  incurred  for  commencements  and  con¬ 
vocations  are  unallowable,  except  as  pro¬ 
vided  for  In  Section  ?7. 

5.  Communication  costs.  Costs  Incurred 
for  telephone  services,  local  and  long  dis¬ 
tance  telephone  calls,  telegrams,  radio¬ 
grams.  postage  and  the  like,  are  allowable. 
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8.  Comv«f>^o.tion  /or  personal  tervicta 

ft.  GinmJ.  Compen3ft.tlon  lor  p«rsonaJ 
cervices  covers  ail  amounu  paid  currer.Uy  or 
accrued  by  the  institution  for  services  of 
employees  rendered  durrn*  the  period  of 
performance  under  sponsored  agreements. 
Such  amounts  include  salaries,  vages.  and 
fringe  benefits  (See  Section  JIS.J.  These 
costs  are  aUotrable  to  the  e.Ttent  that  the 
total  compensation  to  indlviduai  employees 
conforms  to  the  established  policies  of  the 
institution,  consistentiy  applied,  and  pro* 
vlded  rhftt  tne  charges  for  work  performed 
directly  on  sponsored  agreements  and  for 
other  work  allocahle  as  indirect  costs  are  de¬ 
termined  and  supported  as  provided  below. 
Charges  to  sponsored  agreements  may  in¬ 
clude  reasonable  amounts  for  activities  con- 
trihuting  and  intimately  related  to  work 
under  the  agreements,  such  as  delivering 
special  lectures  about  specific  aspects  of  the 
ongoing  activity,  writing  repoms  and  arti¬ 
cles.  participating  in  appropnate  seminars, 
consulting  wrth  colleagues  and  graduate  stu¬ 
dent,  and  attending  meetings  and  confer¬ 
ences.  Incidental  work  (that  in  excess  of 
normal  for  the  incividuai),  for  which  sup¬ 
plemental  compernation  is  paid  by  an  insti¬ 
tution  under  mstituhonsJ  policy,  need  not 
be  included  in  the  payroU  distr.butlcn  sys¬ 
tems  described  below,  pro^tded  ruch  work 
and  compensation  are  separately  Identified 
and  documented  in  the  financed  manage¬ 
ment  system  of  the  institution. 

b.  Psyrell  iistnbutUm.  Tot  each  organiza¬ 
tional  unit  of  an  institution,  the  distribution 
of  salarim  and  wages  of  professorial  or  pro¬ 
fessional  staff  (Whether  charged  direct  or 
required  to  be  distributed  to  more  than  one 
activity  for  purposes  of  allocating  indirect 
costs)  will  be  based  on  either  a  system  af 
monitored  workload  or  a  system  of  person¬ 
nel  activity  reports.  The  latter  system  will 
be  used  for  nonprofessional  employees 
whose  costs  are  charged  direct  or  &re  re¬ 
quired  to  be  distributed  to  more  than  one 
activity  for  purposes  of  allocating  indirect 
eosa.  In  the  use  of  either  method,  it  is  rec¬ 
ognized  that,  because  of  the  nature  of  work 
involved  in  academic  institutions,  the  var¬ 
ious  and  often  interrelated  amirities  of  pro- 
fessonal  and  professional  employees  fre¬ 
quently  cannot  be  measured  with  a  high 
degree  of  precaion.  that  .roliance  must  be 
placed  on  reasonably  accurate  approxinu- 
tions.  and  that  acceptance  of  a  degree  of  tol¬ 
erance  In  measurement  is  appropnate. 

c.  ilonitoreil  vorkloatL  Under  this  method 
the  distribution  of  salaries  and  wages  appli- 
ohie  to  sponsored  agreements  is  based  on 
budgeted  or  assigned  workload,  updated  to 
reflect  any  significant  changes  in  workload 
distributions.  A  monitored  workload  system 
used  for  salaries  and  wages  charged  directly 
or  Indirectly  to  sponsored  a^eements  will 
meet  the  following  standards: 

(1)  A  system  of  budgeted  or  assigned 
workload  win  be  incorxmrated  into  the  offi- 
dal  records  of  the  institution  and  encom¬ 
pass  both  sponsored  and  all  other  activities 
on  an  integrated  basis.  The  system  may  in¬ 
dude  the  use  of  subsidiary  records. 

(2)  The  system  wtU  reasonably  reflect 
workload  of  employees,  accounting  for  100 
percent  of  the  work  lor  which  the  employee 
is  compensated  and  whic.h  is  required  in  ful¬ 
fillment  of  the  employee's  obligations  to  the 
instltuUoiL  Because  practices  vary  among 
Institutions  and  within  institutions  as  to  the 
total  activity  constituting  a  full  workload— 
when  expressed  m  measurable  units,  such  as 
contact  hours  in  teaching— the  system  will 


be  based  on  a  determination  for  each  indi¬ 
vidual,  reflecting  the  ratio  of  each  of  the  ac- 
uviUes  which  comprise  the  total  workload 
of  the  indlviduai.  (But  see  Section  H  for 
treatment  of  indirect  costs  under  the  smspU- 
fled  method  for  small  insticutions.} 

(3)  The  system  will  provide  for  modifica¬ 
tion  of  an  i^ividuai’s  salary  or  salary  distri¬ 
bution  commensurate  with  any  significant 
change  in  the  employee's  workload  or  the 
mtlo  of  activities  comprising  the  total  work¬ 
load.  A  significant  change  in  an  employee's 
workload  shall  be  considered  to  include  the 
following  as  a  sunimum:  when  work  begins 
or  ends  on  a  sponsored  agreement,  when  ft 
teaching  load  is  materially  modified,  when 
additional  unanticipated  assignmenu  are  re¬ 
ceived  or  taken  away,  w.nen  an  individual 
begins  or  ends  a  sabbatical  leave,  prolonged 
sick  leave,  or  leave  without  pay.  etc.  Short¬ 
term  (such  as  one  or  two  months)  Ouctu- 
fttlon  between  workload  categones  need  not 
be  considered  as  long  as  the  distribution  of 
salaries  and  wages  is  reasonable  ever  the 
longer  term  such  as  an  academic  period. 
Wnenever  it  is  apparent  that  a  change  in 
workload  will  occur  or  has  occurred,  the 
change  will  be  documented  over  ihe  signa¬ 
ture  of  a  responsibie  official  and.  if  signifi¬ 
cant.  entered  into  the  system. 

(4)  The  system  wiU  utilize  workload  cate¬ 
gories  reflecting  activity  which  is  applicable 
to  each  sponsored  agreement,  each  indirect 
cost  activity,  and  each  major  function  of  the 
institution. 

(5)  At  least  anTiiiaiw  ^  Statement  wiU  be 
signed  by  tne  employee,  principal  investiga¬ 
tor.  or  responsible  officiaL  haiing  first  hand 
knowledge  of  the  work  stating  that  salaries 
and  wages  charged  to  sponsored  agreements 
as  direct  charges,  or  that  salaries  and  wages 
eha.*ged  to  both  direct  and  indirect  cost  cat¬ 
egories,  or  to  more  than  one  indirect  cost 
category  are  reasonable. 

<61  The  system  wUl  provide  for  independ¬ 
ent  internal  evaluations  to  insure  that  it  is 
working  effecrively. 

(7)  In  the  use  of  this  method  an  institu¬ 
tion  shall  not  be  required  to  provide  addi¬ 
tional  support  or  documentation  for  the 
effort  actually  performed,  but  is  responsible 
for  assuring  that  the  system  meets  the 
above  standards. 

d.  Personnel  aetiviti/  reports.  Under  this 
system  the  distribution  of  salaries  and 
wages  will  be  supported  by  personnel  activi¬ 
ty  reports  as  prescribed  below. 

(1)  Personnel  actlv.ty  reports  wiD  reflect 
the  distribution  of  activity  expended  by 
each  employee  covered  by  the  system. 

(2)  The  reports  will  reflect  an  after-the- 
fact  reporting  of  the  percentage  of  activity 
of  each  employee.  Charges  may  be  made  ini¬ 
tially  on  the  basis  of  estunates  made  before 
the  services  are  performed,  provided  that 
such  charges  are  promptly  adjusted  if  sig¬ 
nificant  differences  are  indicated  by  activity 
reports. 

(3)  Each  report  wUI  account  for  100  per¬ 
cent  of  the  activity  for  which  the  employee 
is  compensated  and  which  is  required  m  ful¬ 
fillment  of  the  employee's  obligations  to  the 
Institution.  The  report  will  reasonable  re¬ 
flect  the  percentage  of  activity  applicable  to 
each  sponsored  agreement,  each  indirect 
cost  category,  and  each  major  function  of 
the  institution. 

(4)  To  confirm  that  the  distribution  of  ac¬ 
tivity  represents  a  reasonable  estimate  of 
the  work  performed  by  the  employee  during 
the  period,  each  report  will  be  signed  by  the 
employee  or  by  a  reponsibie  offioai  having 


first  hand  knowledge  of  the  work  per¬ 
formed. 

(5)  For  professorial  and  professional  staff, 
the  reports  will  be  prepared  each  academic 
term,  but  no  less  frequently  t.ian  every  six 
months.  For  other  individuals,  the  reports 
win  be  prepared  no  less  frequently  than 
monthly  and  will  coincide  with  one  or  more- 
pay  periods. 

(61  '^ere  the  Institution  uses  time  cards 
or  other  forms  of  after-the-fact  pa>TOll  doc¬ 
uments  as  original  documentation  for  pay¬ 
roU  and  payroll  ciiarges.  ruc.b  documents 
qualify  as  a  personnel  activity  report 
prorided  that  they  a.’e  meet  the  requjre- 
mesisin  (I)  through  (5)  above. 

e.  Z&Utry  rates  /or/acvltv  members. 

(1)  Saiary  rates  /or  aeahemie  year. 
Charges  for  work  performed  on  sponsored 
agreements  by  faculty  members  during  the 
academic  year  'wiU  be  based  on  the  indl'Vidu- 
al  faculty  member's  regular  compensation 
far  ihe  continuous  period  wnich,  under  the 
policy  of  the  instirution.  concerned,  consti¬ 
tutes  the  basts  of  his  salary.  Charges  for 
werk  performed  cc  sponsored  agreements 
durmg  all  or  any  portion  of  such  period  are 
aUowzsie  at  the  base  saiary  rate.  In  no 
eveak  will  charges  to  sponsored  agreement. 
irrespectiTe  of  the  basis  of  computation, 
exceed  the  proportionate  share  of  the  base 
salary  for  that  period.  This  principle  applies 
to  all  members  of  the  faculty  at  an  institu¬ 
tion.  Since  tntra-univeisit"  eonsultmg  is  as¬ 
sumed  to  be  undertaken  as  a  urivemity  obli¬ 
gation  requiring  no  compensation  in  addi¬ 
tion  »  full-time  base  saiary.  the  principle 
also  apphtis  to  faculty  members  who  func¬ 
tion  as  consultants  or  otherwise  contribute 
to  a  sponsored  agreement  conducted  by  an¬ 
other  faculty  member  sf  the  same  institu¬ 
tion.  However,  in  unusual  cases  where  con¬ 
sultation  is  across  depa-imental  lines  or  in¬ 
volves  a  separate  or  remote  operation  and 
the  wort  performed  by  the  eonsuitan;  Is  in 
addihon  to  his  regular  departmental  load, 
any  charges  for  such  work  representing 
extra  compeesation  above  the  case  saiary 
are  allowable  provided  that  such  consulting 
arrangements  are  specifically  provided  for 
in  the  agreement  or  approved  la  WTlting  by 
the  sponsoring  agency. 

(2)  Periots  outside  the  accdmeie  year. 

(a)  Except  as  otherwise  specified  for 
teaching  activity  in  (bl  below,  charges 
for  ■worii  performed  by  faculty  mem¬ 
bers  on  sponsored  agreements  during 
the  Slimmer  months  or  other  period 
not  included  in  the  base  saiary  period 
■will  be  determined  for  each  faculty 
member  at  a  rate  not  in  excess  of  the 
base  saiary  divided  by  the  period  to 
which  the  base  saiary  relates,  and  will 
be  Umlted  to  charges  made  In  accord¬ 
ance  with  other  parts  of  this  section. 
The  base  saiary  period  used  in  com¬ 
puting  charges  for  work  performed 
during  the  summer  months  will  be  the 
number  of  months  covered  by  the  fac¬ 
ulty  member's  officiaJ  academic  year 
appointment. 

(b)  Charges  for  teaching  activities  per¬ 
formed  by  faculty  members  on  sponsored 
agreements  during  the  summer  months  or 
other  periods  not  included  in  the  base 
saiary  period  wai  be  based  on  the  normal 
policy  of  the  Institution  governing  compen¬ 
sation  to  faculty  members  for  teaching  a> 
signments  during  such  periods. 
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(3)  Pat-time  /acuity.  Char^  for  work  per¬ 
formed  on  sponsored  agreements  by  faculty 
members  having  only  part-time  appoint¬ 
ments  utU  be  determined  at  a  rate  not  In 
excess  of  that  regularly  paid  for  the  part- 
time  assignments;  e.g..  an  institution  pays 
$5,000  to  a  faculty  member  for  half-time 
teaching  during  the  academic  year.  He  de¬ 
voted  one-half  of  his  remaining  time  to  a 
sponsored  agreement.  Thus,  his  additional 
compensation,  chargeable  by  the  Institution 
to  the  agreement,  would  be  one- half  of 
$5,000,  or  $2,500. 

f.  Noninstitutional  professional  activities. 
Unless  an  arrangement  is  specifically  au¬ 
thorized  by  a  Federal  sponsoruig  agency,  an 
iTisiitution  must  follow  its  Institution-wide 
policies  and  practices  concerning  the  per¬ 
missible  extent  of  professional  services  that 
can  be  provided  outside  the  Institution  for 
noninstitutional  compensation.  Where  such 
institution-wide  policies  do  not  exist  or  do 
not  adequately  define  the  permissible 
extent  of  consulting  or  other  noninstitu¬ 
tional  activities  undertaken  for  extra  out¬ 
side  pay,  Che  Government  may  require  that 
the  effort  of  professional  staff  working  on 
.sponsored  agreements  be  allocated  between 

(1)  institutiorhJ  activities,  and  (2)  noninsti- 
lihional  professionai  activities.  If  the  spon¬ 
soring  agency  cor.sider3  the  extent  of  nonin- 
siKucional  professional  effort  excessive,  ap- 
pnnriate  arrangements  governing  compen¬ 
sation  will  be  negotiated  on  a  case-by-case 
basis. 

7.  Contingency  provisions.  Contributions 
to  a  contingency  reser/e  or  any  similar  pro¬ 
vision  made  for  events,  the  occurrence  of 
which  cannot  be  foretold  with  certainty  as 
to  tune,  intensity,  or  with  an  assurance  of 
their  happening,  are  unallowable.  <3ut  see 
also  Section  Jloc.) 

8.  Deans  of  faculty  and  graduate  schools. 
The  salaries  and  expenses  of  deans  of  facul¬ 
ty  and  graduate  schools,  or  their  equiv¬ 
alents,  and  their  staffs,  are  allowable. 

9.  Depreciation  and  use  allowances.  Insti¬ 
tutions  may  be  compensated  for  the  use  of 
their  buildings,  capital  improvements,  and 
equipment;  provided  that  they  are  used, 
needed  in  the  uisticutions'  activities,  and 
properly  allocable  to  sponsored  agreements. 
Such  compensation  shall  oe  made  by  com- 
putmg  either  depreciation  or  use  allowance. 
Use  allowances  are  the  means  of  providing 
such  compensation  when  depreciation  or 
other  equivalent  costs  are  not  computed. 
The  allocation  for  depreciation  or  use  allow¬ 
ance  Shan  be  made  in  accordance  with  Sec¬ 
tion  FI.  Depreciation  and  use  allowances 
are  computed  applying  the  following  rules: 

a.  The  computation  of  depreciation  or  use 
allowances  shall  be  based  on  the  acquisition 
cost  of  the  assets  involved.  For  this  purpose, 
the  acquisition  cost  will  exclude  (1)  the  cost 
of  land;  (2)  any  portion  of  the  cost  of  build¬ 
ings  and  equipment  home  by  or  donated  by 
the  Government,  irrespective  of  where  tit3e 
was  originally  vested  or  where  it  is  presently 
located;  and  (3)  any  portion  of  the  cost  of 
buildings  and  equipment  contributed  by  or 
for  the  institution  where  law  or  agreement 
prohibit  recovery.  For  an  asset  donated  to 
the  institution  by  a  third  party,  its  fair 
market  value  at  the  time  of  the  donation 
shall  be  considered  as  the  acquisition  cost. 

b.  In  the  use  of  the  depreciation  method, 
the  following  snail  be  observed; 

(1)  The  period  of  useful  ser/ice  or  useful 
life  established  in  each  case  for  usable  capi¬ 
tal  assets  must  take  into  cor,sideration  such 
factors  as  type  of  construction,  nature  of 


the  equipment,  technological  developments 
in  the  particular  area,  and  the  renewal  and 
replacement  policies  followed  for  the  indi¬ 
vidual  items  or  classes  of  assets  involved. 

(2)  The  depreciation  method  used  to 
charge  the  cost  of  an  asset  (or  group  of 
assets^  to  accounting  periods  shall  reflect 
the  pattern  of  consumption  of  the  asset 
during  its  useful  life.  In  the  absence  of  clear 
evidence  indicating  that  the  expected  con¬ 
sumption  of  the  asset  will  be  significantly 
greater  m  the  early  portions  than  In  the 
later  portions  of  its  useful  life,  the  straight- 
line  method  shall  be  presumed  to  be  the  ap- 
propnate  method.  Depreciation  methods 
once  used  shall  not  be  changed  unless  ap¬ 
proved  in  advance  by  the  cognizant  Federal 
agency. 

(3)  Where  the  depreciation  method  is  in¬ 
troduced  for  application  to  assets  for  which 
use  aUowance  was  previously  charged,  the 
aggregate  amount  of  use  allowances  and  de¬ 
preciation  applicable  to  such  assets  must 
not  exceed  the  total  acquisition  cost  of  the 
assets. 

(4)  When  the  depreciation  method  Is  used 
for  buildings,  a  building  “shell"  may  be 
treated  separately  from  other  building  com¬ 
ponents,  such  as  plumbing  system  and  heat¬ 
ing  and  air  conditioning  system.  Each  com¬ 
ponent  item  may  then  be  depreciated  over 
its  estimated  useful  life.  On  the  other  hand, 
the  entire  building.  Including  the  shell  and 
all  components,  may  be  treated  as  a  single 
asset  and  depreciated  over  a  single  useful 
life. 

(5)  Where  the  depreciation  method  is  used 
for  a  particular  class  of  assets,  no  depreci¬ 
ation  may  be  allowed  on  any  such  assets 
that  have  outlived  their  depreciable  lives. 
(But  see  also  c<3).  below.) 

c.  Undeo  the  use  allowance  method,  the 
following  shall  be  observed: 

(1)  The  use  allowance  for  buildigs  and  im¬ 
provements  (Lnciuding  improvements  such 
as  paved  parking  areas,  fences,  and 
sidewalks)  wiU  be  computed  at  an  annual 
rate  not  exceeding  two  percent  of  acquisi¬ 
tion  cost.  The  use  allowance  for  equipment 
wUl  be  computed  at  an  annual  rate  not  ex¬ 
ceeding  six  and  two-thirds  percent  of  acqui¬ 
sition  cost. 

(2)  In  contrast  to  the  depreciation 
method,  the  entire  building  must  be  treated 
as  a  single  asset  without  separating  its 
“shell"  from  other  building  components 
under  the  use  allowance  method.  The  entire 
building  must  be  treated  as  a  single  asset, 
and  the  two-percent  use  allowance  Limita¬ 
tion  must  be  applied  to  all  parts  of  the 
building.  The  two-percent  limitation,  howev¬ 
er,  need  not  be  applied  to  equipment  or 
other  assets  that  are  merely  attached  or  fas¬ 
tened  to  the  building  but  not  permanently 
fixed  and  are  used  as  furnishings,  decora<- 
tlons  or  for  specialized  purposes  (e.g.,  den¬ 
tist  chairs  and  dental  treatment  units, 
counters,  laboratory  benches  bolted  to  the 
floor;  dishwashers,  and  carpeting).  Such 
equipment  and  assets  will  be  considered  aa 
not  being  permanently  fixed  to  the  building 
if  they  can  be  removed  without  the  need  for 
costly  or  extensive  alterations  or  repairs  to 
th6  building  to  make  the  space  usahie  for 
other  purposes.  Equipment  and  assets 
which  meet  these  criteria  will  be  subject  to 
the  six  and  two-thirds  percent  equipment 
use  allowance. 

(3)  A  reasonable  use  allowance  may  be  ne¬ 
gotiated  for  any  assets  that  are  considered 
to  be  fully  depreciated,  after  taking  Into 
consideration  the  amount  of  depredatloa 


previously  charged  to  the  Government,  the 
estimated  useful  life  remaining  at  the  time 
of  negotiation,  the  effect  of  any  Increased 
maintenance  charges,  decreased  efficiency 
due  to  age,  and  any  othe  factors  pertinent 
to  the  utilization  of  the  asset  for  the  pur¬ 
pose  contemplated. 

d.  Except  as  otherwise  provided  Ln  b  and  c 
above,  a  combination  of  the  depreciation 
and  use  allowance  .methods  may  not  be 
used,  in  like  circumstances,  for  a  single  class 
of  assets  (e.g,  buildings,  office  equipmet, 
and  computer  equipment). 

e.  Charges  for  'use  allowances  or  depred¬ 
ation  must  be  supported  by  adequate  prop¬ 
erty  records,  and  physical  inventories  must 
be  taken  at  least  once  every  two  years  to 
ensure  that  the  assets  exist  and  are  usable, 
used,  and  needed.  Statistical  sampling  tech¬ 
niques  may  be  used' in  taking  these  inven¬ 
tories.  In  addition,  when  the  depreciation 
method  is  used,  adequate  depreciation  rec¬ 
ords  showing  the  amount  of  depreciation 
taken  each  period  must  also  be  maintained. 

10.  Donated  services  and  property.  The 
value  of  donated  services  and  property  are 
not  allowable  either  as  a  direct  or  indirect 
cost,  except  that  depreciation  or  use 
allowances  on  donated  assets  are  permitted 
in  accordance  with  Section  J9a.  The  value 
of  donated  services  and  property  may  be 
used  to  meet  cost  sharing  or  ma(x:hing  re¬ 
quirements.  in  accordance  alth  OMB  Circu¬ 
lar  No.  A-110. 

11.  Employee  morale,  health,  and  welfare 
costs  and  credits.  The  costs  of  house  publi¬ 
cations,  health  or  first-aid  clinics  and/or  in¬ 
firmaries,  recreational  activities,  employees, 
counseling  services,  and  other  expenses  In¬ 
curred  in  accordance  with  the  Institution’s 
established  practice  or  custom  for  the  im¬ 
provement  of  working  conditions,  employer- 
employee  relations,  employee  morale,  and 
employee  performance,  are  allowable. 
Income  generated  from  any  of  these  activi¬ 
ties  will  be  credited  to  the  cost  thereof 
unless  such  income  has  been  irrevocably  set 
over  to  employee  welfare  orgaoizatiens. 

12.  Entertainment  costs.  Costs  in.curred 
for  amusment,  social  activities,  entertain¬ 
ment,  and  any  items  relating  thereto,  such 
as  meals,  lodging,  rentals,  transportation, 
and  gratuities,  are  unallowable. 

13.  Equipment  and  other  capital  expendi¬ 
tures. 

a.  For  purposes  of  this  paragraph,  the  fol¬ 
lowing  definitions  apply: 

(1)  Equipment  means  an  article  of  nonex¬ 
pendable  tangible  personal  property  having 
a  useful  life  or  more  than  two  years,  and  an 
acquisition  cost  of  $500  or  more  per  unit. 
However,  consistent  with  Institutionsd 
policy,  lower  limits  may  be  established. 

(2)  Capital  expenditure  means  the  cost  of 
the  asset  including  the  cost  to  put  It  in 
place.  Capital  expenditure  for  equipment, 
for  example,  means  the  net  invoice  price  of 
the  equipment,  including  the  cost  of  any 
modifications,  attachments,  accessories,  or 
auxiliary  apparatus  necessary  to  make  it 
usable  for  the  purpose  for  which  It  is  ac¬ 
quired.  Ancillary  charges,  such  as  taxes, 
duty,  protective  intransit  insurance,  freight, 
and  Lnscallaclon  may  be  included  Ln,  or  ex¬ 
cluded  from,  capital  expenditure  cost  in  ac¬ 
cordance  with  the  institution’s  regular  ac¬ 
counting  practices, 

(3)  Special  purpose  equipment  means 
equipment  which  is  used  only  for  research, 
medical,  scientific,  or  other  technical  activi¬ 
ties. 
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(4)  Oentral  purpos*  ttpiipment  means 
equipment,  tne  use  of  vrhich  is  not  limited 
only  to  research,  medical,  scientific  or  other 
technical  activities.  Examples  of  general 
purpose  equipment  include  office  equip* 
ment  and  fumishmss.  air  condilioninr 
equipment,  reproduction  and  printing 
equipment,  motor  vehicles,  and  automatic 
data  processing  equipment. 

b.  The  foiloa'lng  rules  of  allowability  shall 
apply  to  equipment  and  other  capital  ex* 
penditures: 

(1)  Capital  expenditures  for  general  pur¬ 
pose  equipment,  buildings,  and  the  land  are 
unallowable  as  direct  charges,  except  a'here 
approved  In  advance  by  the  sponsoring 
agency. 

<21  Capital  expenditures  for  special  pur¬ 
pose  equipment  are  allowable  as  direct 
charges,  provided  that  the  acquisition  of 
Items  having  a  unit  cost  of  Sl.OOO  or  more  Is 
approved  in  advance  by  the  sponsoring 
agency. 

(3)  Capital  expenditures  for  improvements 
to  land,  buildings,  or  equipment  which  ma¬ 
terially  tao-esse  their  value  or  useful  life 
are  unallowable  as  direct  charges,  except 
where  approved  in  advance  by  the  sponsor¬ 
ing  agency. 

(4)  Capital  expenditures  are  unallowable 
as  Indirect  cosm.  But  see  Section  J9  for 
allowability  of  depreciation  or  use  allowance 
on  buildings,  capital  improvements,  and 
equipment.  Also  see  Section  J33  for  allowa¬ 
bility  of  rental  costs  on  land,  buddings,  and 
equipment. 

-ii.  Tina  and  penalties.  Costs  resulting 
from  violations  of.  or  failure  of  the  institu¬ 
tion  to  comply  with.  PederaL  State,  and 
local  laws  and  regulaticns  are  unallowable, 
except  when  incurred  as  a  resiflt  of  compli¬ 
ance  with  specific  provisions  of  the  spon¬ 
sored  agreement,  or  instructions  m  writing 
from  the  contracting  officer  or  equivalent. 

IS.  Fringe  benefits. 

L  Fringe  benefits  In  the  form  of  regular 
compensation  paid  to  employees  durlcg  pe¬ 
riods  of  authonzed  absences  from  the  job. 
such  as  for  annual  leave,  sicit  leave,  r-iii ury 
leave,  and  the  Ulte.  are  allowable,  provided 
such  costs  are  distributed  to  all  institutional 
activities  in  proportion  to  the  relative 
amount  of  time  or  effort  actually  devoted 
by  the  employees.  See  Section  J35  for  treat¬ 
ment  of  sabbatical  leave. 

b.  Fringe  benefits  in  the  form  of  employer 
contributions  or  e.xpen3es  for  social  secunty. 
employee  insurance,  woritmen's  com?er.sa- 
tion  insurance,  tuition  or  remission  of  tu¬ 
ition  for  individual  employees  or  their  fami¬ 
lies  and  the  like  are  allowable,  provided 
such  benefits  are  granted  in  accordance 
with  established  institutional  poliues.  and 
are  distributed  to  all  institutional  activities 
on  an  equitable  basis.  See  Lection  J35b  for 
treatment  of  tuition  remission  provided  to 
students. 

c.  Kules  for  pension  plan  costs  are  as  fol¬ 
lows: 

(1)  Costs  of  the  Institution's  pension  plan 
which  are  incurred  in  accordance  with  the 
established  policies  of  the  institution  are  al¬ 
lowable.  provided  (a)  such  policies  meet  the 
test  of  reasonableness;  (b)  the  methods  of 
cost  allocation  are  equitable  for  ail  activi¬ 
ties:  (c)  the  amount  of  pension  cost  assigned 
to  each  fiscal  year  is  determined  in  accord- 
:nce  with  (2)  below,  and  (dl  the  cost  as* 
sided  to  a  given  fiscal  year  is  paid  or 
funded  for  ail  plan  participants  within  six 
months  after  the  end  of  tiiat  year. 
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(2)  'he  amount  of  pension  cost  aligned 
to  ea-.^!  fiscal  year  shall  be  determined  In  ac¬ 
cordance  with  generally  accepted  account*, 
ing  principles.  Institutions  may  elect  to 
foCow  the  “Cost  Accounting  Standard  for 
Composihon  and  Measurement  of  Pension 
Ccct"  (4  CFH  Part  412). 

<3)  Premiums  paid  for  pension  plan  termi¬ 
nation  insurance  pursuant  to  the  Employee 
Ketirement  Income  Secunty  .Act  of  1974 
(Public  Law  93-40S)  are  ailowabie.  Late  pay¬ 
ment  charges  on  such  premiums  are  un¬ 
allowable.  Excise  ta.xes  on  accumulated 
funding  deficiencies  and  prohibited  transac¬ 
tions  of  pension  plan  fiduciaries  imposed 
under  the  Employee  Hetirement  Income  Se¬ 
curity  Act  are  also  unailowaOie. 

d.  Phnge  benefit  may  be  assigned  to  cost 
objectives  by  identifying  specific  benefits  to 
specific  indlvi  ual  employees  or  by  allocat¬ 
ing  on  the  bai^  of  the  salaries  and-wages  of 
the  employees  receiving  the  benefits.  When 
the  ailocahon  method  is  used,  separate  allo¬ 
cations  must  be  made  to  selective  groupings 
of  employees,  if  the  costs  Ln  relationship  to 
salaries  and  wages  differ  significantly  for 
different  groups  of  employeea  Also  fnnge 
benefits  related  to  institutional  salaries  and 
wages  treated  as  direct  costs  may  be  treated 
as  direct  costs. 

16.  Insurance  arid  indemnification. 

a.  Costs  of  msurance  required  or  approve, 
and  maintained  pursuant  to  the  sponsored 
agreement,  are  allowable. 

b.  Costs  of  ether  insurance  maintained  by 
the  mstitution  in  connection  with  the  gener¬ 
al  conduct  of  Its  activities,  are  allowable 
subject  to  the  following  limitations:  (1) 
types  and  extent  and  cost  of  coverage  must 
be  in  accordance  With  sound  institutional 
practice;  (2)  costs  of  Insurance  or  o'f  any 
contributions  to  any  resc.-ve  covering  the 
risk  of  loss  of  or  damage  to  Government- 
owned  property  are  unailowatle.  except  to 
the  extent  that  the  Goverrunenc  has  specifi¬ 
cally  required  or  approved  such  costs;  and 

(3)  costs  of  insurance  on  the  Uvea  of  officers 
or  trustees  are  tmailowaOie  except  where 
such  insurance  is  pan  of  an  employee  plan 
which  is  not  unduly  restricted 

c.  Contributions  to  a  reserve  for  a  seif-tn- 
surance  program  are  aLowaOle.  to  the 
extent  that  the  types  of  coverage,  extent  of 
coverage,  and  the  rates  and  premiums  would 
have  been  allowed  had  insurance  been  pur¬ 
chased  to  cover  the  risks. 

d  .Actual  losses  which  could  have  been 
covered  by  permissible  insurance  (whether 
through  purchased  Incurance  or  self -insur¬ 
ance)  are  unallowable,  unless  expressly  pro- 
v-,ded  for  in  the  sponsored  agreement, 
except  that  costs  incurred  because  of  losses 
not  covered  under  existing  deductible 
clauses  for  insurance  coverage  provided  in 
keeping  with  sound  management  practice  as 
Weil  as  minor  loss«  not  covered  by  insur¬ 
ance,  such  as  spoilage,  breakage  and  disap¬ 
pearance  of  small  hand  tools,  which  occur  in 
the  ordinary  course  of  operauons,  are  allow¬ 
able. 

e.  Indemnification  Includes  securing  the 
Institution  against  Hat  lities  to  third  per¬ 
sons  and  other  losses  not  compensated  by 
Insurance  or  otherwise.  The  Government  is 
obligated  to  Indemnify  the  institution  only 
to  the  extent  expressly  provided  for  in  the 
sponsored  agreement,  except  as  provided  in 
d  above. 

17.  InteraL  fund  raising,  and  invatirtetU 
management  costs. 

a.  Costs  Incurred  for  Interest  on  borrowed 
capital  or  temporary  use  of  endowment 
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fimds.  hewever  represented,  are  unallowa- 
bie. 

b^  Costs  of  organized  fund  raising.  Includ- 
isg  ftnar.cial  campaigns,  endowment  drlvea. 
soildtacion  of  gifts  and  bequests,  and  simi¬ 
lar  expenses  incurred  sclely  to  raise  capital 
or  otcaia  contributions,  are  unallowable. 

£.  Costs  of  investment  counsel  and:  staff 
and  similar  expenses  incurred  solely  to  en- 
bancs  income  from  inv^tments  are  un¬ 
allowable. 

<1  Costs  related  to  the  physical  custody 
and  control  of  monies  and  securiti^  are  al¬ 
lowable. 

IS.  Labor  relations  costs.  Costs  incurred  in 
mamtaining  satisfactory  relations  between 
the  institution  and  its  empicyees.  including 
costs  of.  labor  management  committees,  im- 
pioyees:  publications,  and  other  related  ac- 
Osities.  are  allowable. 

13.  Losses  on  oilier  sponsered  agreements 
or  contracts.  Any  excess  of  costs  over 
Income  under  any  other  sponsored  agree¬ 
ment  or  contract  of  any  nature  is  urnllowa- 
bla.  This  includes,  but  is  not  iimited  :s.  the 
msiitution's  contributed  portion  by  reason 
of  cost-sharing  agreements  or  any  under-re- 
coreries  through  negotiation  of  Hat 
amounts  for  indirect  costs. 

20.  liainlenance  and  repair  costs.  Costs 
incurred  for  necessary  maintenance,  .'•epair 
or  upkeep  of  property  (inciuding  Gevem- 
ment  property  unless  othe.-wise  provided 
for)  which  neither  add  to  the  permanent 
value  of  the  property  nor  appreciably  pro¬ 
long  Its  intended  life  but  seep  it  in  an  effi- 
dent  operating  condition,  are  ailowabie. 

31.  .Vatenal  costs.  Costs  incurred  for  pur- 
^ased  materials,  supplies,  and  fabricated 
ports  directly  or  Indirectly  related  to  the 
sponsored  agreement,  are  ailowabie.  Pur¬ 
chases  made  spectflcally  fer  Uie  sponsored 
agreement  should  be  c-larged'  theretb  at 
their  actual  prices  after  deducting  all  cash 
discounts,  trade  discounts,  rebates,  and 
allowances  received  by  the  institution. 
■Withdrawals  from  general  stores  or  stock- 
rooms  should  be  charged  at  their  cost  under 
any  recognized  methed  of  pricing  stores 
withdrawals  confarmng  to  sound  account¬ 
ing  practices  consistently  iodowed  by  the  in- 
sututlon.  incoming  transpor-ation  charges 
are  a  proper  part  of  mate.-iai  cost.  Direct 
material  cost  should  include  only  the  mate- 
rials  and  supplies  actuail.v  -ised  for  the  per¬ 
formance  of  the  sponsored  agreement,  and 
due  credit  should  be  given  for  any  excess 
materials  retained,  or  returned  to  vendors. 
Due  credit  should  be  given  for  all  proceeds 
or  value  received  for  any  scrap  resulting 
from  work  under  the  sponsored  agreement. 
■tThere  Govemment-donaiec  or  funusned 
material  is  used  in  performing  the  spon¬ 
sored  agreement,  such  material  wiH  be  used 
without  charge. 

22.  Memberships,  subsenptians  and  prof  a- 
sionai  activity  costs. 

a.  Costs  of  the  institution’s  membership  in 
dTtc.  business,  technical,  and  professional 
organizations  are  allowable. 

b.  Costs  of  the  instituuon's  subscriptions 
to  avlc.  business,  professional,  and  technical 
periodicals  are  allowable. 

c.  Costs  of  meetings  and  conferences, 
when  the  primary  purp(3se  is  the  dissemina¬ 
tion  of  technical  information,  are  allowable. 
This  includes  costs  of  meals,  transportation, 
rental  of  facilities,  anc  other  items  inciden¬ 
tal  to  such  meetings  or  coruerences. 

23.  Patent  costa  Costs  of  preparing  disclo¬ 
sures.  reports,  and  other  documents  re¬ 
quired  by  the  sponsored  agreement,  and  of 
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searching  the  art  to  the  extent  necessary  to 
make  such  invention  disclosures,  are  allow¬ 
able.  In  accordance  M^.th  the  clauses  ol  the 
sponsored  agreement  relating  to  patents, 
costs  of  preparing  documents  and  any  other 
patent  costs,  in  connection  with  the  filing  of 
a  patent  application  where  title  is  conveyed 
to  the  Government,  are  allowable.  (See  also 
Section  J34.) 

24.  Plant  security  costs.  Necessary  ex¬ 
penses  incurred  to  comply  with  security  re¬ 
quirements.  including  wages,  uniforms  and 
equipment  of  personnel  engaged  In  plant 
protection,  are  allowable. 

25.  Preagreement  costs.  Costs  incurred 
prior  to  the  effective  date  of  the  sponsored 
agreement,  whether  or  not  they  would  have 
been  allowable  thereunder  if  incurred  after 
such  date,  are  unallowable  unless  approved 
by  the  sponsoring  agency. 

26.  Professional  services  costs. 

a.  Costs  of  professional  services  rendered 
by  the  members  of  a  particular  profession 
who  are  not  employees  of  the  institution  are 
allowable,  subject- to  b  and  c  below,  when 
reasonable  in  relation  to  the  services  ren¬ 
dered  and  when  not  contingent  upon  recov¬ 
ery  of  the  costs  from  the  Government.  Re¬ 
tainer  fees  to  be  ailowable  must  be  reason¬ 
ably  supported  by  evidence  of  seodces  ren¬ 
dered. 

b.  Factors  to  be  considered  in  determining 
the  allowability  of  costs  in  a  particular  case 
Include  (1)  the  past  pattern  of  such  costs, 
particularly  in  the  years  prior  to  the  award 
of  sponsored  agreements;  (2)  the  impact  of 
sponsored  agreements  on  the  institution's 
total  activity.  (3)  the  nature  and  scope  of 
managerial  sen'lces  expected  of  the  institu¬ 
tion's  own  organizations;  and  (4)  whether 
the  proportion  of  Government  work  to  the 
institution’s  total  activity  is  such  as  to  influ¬ 
ence  the  institution  In  favor  of  interring 
the  cost,  particularly  where  the  services  ren¬ 
dered  are  not  of  a  continuing  nature  and 
have  little  relationship  to  work  under  spon¬ 
sored  agreements. 

c.  Costs  of  legal  accounting,  and  consult¬ 
ing  services,  and  related  costs.  Incurred  la 
connection  with  the  prosecution  of  claims 
against  the  Government,  are  unallowable. 
Costs  of  legal,  accounting  and  consulting 
services,  and  related  costs,  inoured  in  con¬ 
nection  with  patent  infringement  litigation, 
are  unallowable  unless  otherwise  provided 
for  in  the  sponsored  agreemeam. 

27.  Profits  and  losses  on  disposition  of 
plant  cguipment  or  other  capital  assets. 
Profits  or  losses  arising  from  the  sale  or  ex¬ 
change  of  plant,  facilities,  equipment  or 
other  capital  assets.  Including  sale  or  ex¬ 
change  of  either  short-term  or  long-term  tn- 
ve5tment3,''s,‘iall  not  be  considered  in  com¬ 
puting  the  costs  of  sponsored  agreements 
except  for  pension  plans  as  provided  in  Sec¬ 
tion  J15c.  When  assets  acquired  with  Feder¬ 
al  funds.  In  part  or  wholly,  are  disptwed  of. 
the  distribution  of  the  proceeds  shall  be 
made  in  accordance  with  Attachment  K. 
OMB  Circular  No.  A-UO. 

2a.  Proposal  costs.  Proposal  costs  are  the 
costs  of  preparing  bids  or  proposals  on  po¬ 
tential  Government  and  nongovernment 
sponsored  agreements  or  projects.  Including 
the  development  of  data  necessary  to  sup¬ 
port  the  institution's  bids  or  proposals.  Pro¬ 
posal  costs  of  the  current  accounting  period 
of  both  successful  and  unsuccessful  bids  and 
proposals  normally  should  be  treated  as  in¬ 
direct  costs  and  allocated  currently  to  all  ae- 
Uvitles  of  the  institution,  and  no  proposal 
costs  of  past  accounting  periods  will  be  allo¬ 
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cable  to  the  current  period.  However,  the  in¬ 
stitution’s  established  practice'  may  be  to 
treat  proposal  costs  by  some  jt.hcr  recog¬ 
nized  method.  Regardh'ss  of  the  method 
used,  the  results  obtained  may  be  accepted 
only  if  found  to  be  reasonable  and  equita- 
ble. 

29.  Public  information  services  costs.  Cost 
of  news  releases  pertaining  to  specific  re¬ 
search  or  scientific  accomplishment  are  ai¬ 
lowable.  when  they  result  from  performance 
of  sponsored  agreements. 

30.  Rearrangement  and  alteration  costs. 
Cost  incurred  for  ordinary  or  normal  rear¬ 
rangement  and  alter?  ^  ion  of  facilities  are  al¬ 
lowable.  Special  arraiigement  and  alteration 
costs  incurred  specifically  for  the  project 
are  allowable  when  such  work  has  bwn  ap¬ 
proved  in  advance  by  the  sponsoring  agency. 

31.  Reconversion  costs.  Costs  incurred  in 
the  restoration  or  rehabilitation  of  the  Insti¬ 
tution’s  facilities  to  approximately  the  same 
condition  existing  Immediately  prior  to  com¬ 
mencement  of  a  sponsored  agreement,  fair 
wear  and  tear  excepted,  are  allowable. 

32.  Recruiting  costs. 

a.  Subject  to  b.  c.  and  d  below,  and  pro¬ 
vided  that  the  size  of  the  staff  recruited  and 
maintained  Is  in  keeping  with  workload  re¬ 
quirements.  costs  of  "help  wanted"  advertis¬ 
ing,  operating  costs  of  an  employment  office 
necessary  to  secure  and  main  tarn  an  ade¬ 
quate  staff,  costs  of  operating  an  aptitude 
and  educational  testing  program,  travel 
costs  of  employees  while  e.ngaged  in  recruit¬ 
ing  personnel,  travel  costs  of  applicants  for 
Interviews  for  prospective  employment,  and 
relocation  costs  incurred  incident  to  recruit¬ 
ment  of  new  employees,  are  ailowable  to  the 
extent  that  such  costs  are  incurred  pursu- 
a.-’t  to  a  well  managed  recruitment  program. 
Where  the  institution  uses  employment 
agencies,  costs  not  in  excess  of  standard 
commercial  rates  for  such  services  are  allow¬ 
able. 

b.  In  publications,  costs  of  help  wanted  ad¬ 
vertising  that  Includes  color.  Includes  adver¬ 
tising  material  for  other  than  recruitment 
purposes,  or  Is  excessive  in  size  (taking  into 
consideration  recruitment  purposes  for 
which  intended  and  normal  institutional 
practices  in  this  respect),  are  unallowable. 

c-  Costs  of  help  wanted  advertising,  special 
emoluments,  frtnge  benefits,  and  salary 
allowances  Incurred  to  attract  professions! 
personnel  from  other  institutions  that  do 
not  meet  the  test  of  reasonableness  or  do 
not  conform  with  the  established  practices 
of  the  institution,  are  unallowable. 

d.  Where  relocation  costs  incurred  inci¬ 
dent  to  recruitment  of  a  new  employee  have 
been  allowed  either  as  an  allocable  direct  or 
indirect  cost,  and  the  newly  hired  employee 
resigns  for  reasons  within  his  control  within 
twelve  months  after  hire,  the  institution 
wtU  be  required  to  refund  or  credit  such  re¬ 
location  costs  to  the  Government 

33.  Rental  cost  of  buildings  and  eguip- 
menL 

a.  Rental  costs  of  buildings  or  equipment 
are  ailowable  to  the  extent  that  the  decision 
to  rent  or  lease  is  In  accord  wnth  Section  C- 
3.  Rental  arrange.ments  should  be  reviewed 
periodically  to  determine  if  circumstances 
have  changed  and  other  options  are  availa¬ 
ble, 

b.  Rental  costs  under  "sale  and  lease 
back"  arrangements  are  allowable  only  up 
to  the  amount  that  would  be  allowed  if  the 
Institution  continued  to  own  the  property. 

c.  Rental  costs  under  “less-than-arms- 
length"  leases  are  allowable  only  up  to  the 
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amount  that  would  be  allowed  if  the  Institu¬ 
tion  owned  the  property.  For  tnts  purpose,  a 
•less-than-arms-lcnglh"  lease  is  one  under 
which  one  party  to  the  lease  agreement  is 
able  to  control  or  substantially  influence 
the  actions  of  the  other. 

d.  Where  significant  rental  costs  are  In¬ 
curred  under  leases  which  create  a  material 
equity  In  the  leased  property,  they  are  al¬ 
lowable  only  up  to  the  amount  that  would 
be  allowed  If  the  institution  purchased  the 
property  on  the  date  the  tease  agreement 
was  executed.  For  this  purpose,  a  material 
equity  in  the  property  exists  when  the  lease: 

(1)  is  noncancelable  or  Is  cancelable  only 
upon  Che  occurrence  of  some  remote  contin¬ 
gency.  and 

(2)  has  one  or  more  of  the  following  char¬ 
acteristics; 

(a)  Title  to  the  property  passes  to  the  In¬ 
stitution  at  some  time  during  or  after  the 
lease  period. 

(b)  The  term  of  the  lease  corresponds  sub¬ 
stantially  to  the  estimated  useful  life  of  the 
property  (i.e..  the  period  of  economic  useful¬ 
ness  to  the  legal  owner  of  the  property). 

(c)  The  initial  term  is  less  than  the  'useful 
life  of  the  property  and  the  institution  has 
the  option  to  renew  the  lease  for  the  re¬ 
maining  useful  life  at  substantially  less  than 
fair  rental  value. 

(d)  The  property  was  acquired  by  the 
leaser  to  meet  the  special  needs  of  the  insti¬ 
tution  and  will  probably  be  usuable  only  for 
that  purpose  and  only  by  the  institution. 

(e)  The  institution  has  the  right,  during 
or  at  the  e.xpiration  of  the  lease,  to  pur¬ 
chase  the  property  at  a  price  which  at  the 
inception  of  the  lease  appears  to  be  substan¬ 
tially  Jess  that  the  probable  fair  market 
value  at  the  time  it  is  permitted  to  purchase 
the  property  (commonly  called  a  lease  with 
a  bargain  purchase  option),  except  for  any 
discount  normally  given  to  educational  in¬ 
stitutions. 

34.  Royalties  and  other  costs  for  use  of 
patents.  Royalties  on  a  patent  or  amortiza¬ 
tion  of  the  cost  of  acquiring  a  patent  or  in¬ 
vention  or  rights  thereto,  necessary  for  the 
proper  performance  of  the  sponsored  agree¬ 
ment  and  applicable  to  tasks  or  processes 
thereunder,  are  allowable  unless  the  Gov¬ 
ernment  has  a  license  or  the  right  to  free 
use  of  the  patent,  the  patent  has  been  adju¬ 
dicated  to  be  invalid  or  has  been  administra¬ 
tively  determined  to  be  invalid,  the  patent  is 
considered  to  be  unenforceable,  or  the 
patent  has  e.xpired. 

33.  Sabbatical  leave  costs.  Costs  of  leave 
of  aUisence  by  employees  for  performance  of 
graduate  work  or  sabbatical  study,  traveL  or 
research  are  allowable  provided  the  institu¬ 
tion  has  a  uniform  policy  on  sabbatical 
leave  for  persons  engagd  in  instruction  and 
persons  engaged  in  research.  Such  costs  will 
be  allocated  on  an  equitable  basis  among  aU 
related  activities  of  the  institution.  Where 
sabbatical  leave  is  included  in  fringe  bene¬ 
fits  for  which  a  cost  is  determined  for  as¬ 
sessment  as  a  direct  charge,  the  aggregate 
amount  of  such  assessments  applicable  to 
ail  work  of  the  institution  during  the  base 
period  must  be  reasonable  In  relation  to  the 
Institution’s  actual  experience  under  its  sab¬ 
batical  leave  policy. 

36.  Scholarships  and  student  aid  costs. 

a.  Costs  of  scholarships,  fellowships,  and 
other  programs  of  student  aid  are  alJoa'able 
only  when  the  purpose  of  the  sponsored 
agreement  Is  to  provide  tralnmg  to  selected 
participants  and  the  charge  is  approved  by 
the  sponsoring  agency.  However,  tuition  re- 
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mission  siid  other  forms  of  compensation 
pud  ss.  or  In  lieu  of.  wayes  to  students  per¬ 
forming  necessary  woric  are  allowable  pro¬ 
vided  that  cl)  there  is  a  bonafide  employer- 
employee  relationship  between  the  student 
and  the  institution  for  the  woric  performed. 
(2)  the  luiUon  or  other  payments  are  rea¬ 
sonable  compensation  for  the  a'ori:  per¬ 
formed  and  are  conditioned  explicitly  upon 
the  p«rforma.“.ce  of  necessary  wort,  and  (3) 
it  Is  the  institution’s  practice  to  similarly 
eomper.saie  students  In  nonspoosore..  as 
well  as  sponsored  activities. 

b.  Charges  for  tuition  remission  and  other 
forms  of  compensation  paid  to  students  as. 
or  ih  lieu  of.  salaries  and  wages  shall  be  sub¬ 
ject  to  the  reporting  requirements  stipulat¬ 
ed  In  Section  J6.  and  shall  be  treated  as 
direct  or  Indirect  cost  in .  accordance  with 
the  actual  work  being  performed.  Tuition 
remissloh  may  be  charged  on  an  average 
late  basis. 

31.  Set'crance  pay. 

a.  Severance  pay  is  compensation  In  addl- 
don  to  regular  salary  and  w-ages  which  is 
paid  by  an  mstituuon  to  employees  whose 
sendees  are  being  terminated.  Costs  of  sev¬ 
erance  pay  are  allowable  only  to  the  e.rtent 
that  such  payments  are  required  by  law.  by 
employer-employee  agreement,  'oy  estab¬ 
lished  policy  that  consatutes  in  effect  an 
Implied  agreement  on  the  institution’s  part, 
or  by  circumstances  of  the  panicular  em¬ 
ployment. 

b.  Severance  payments  that  are  due  to 
normal  recurring  turnover  and  which  other¬ 
wise  meet  the  conditions  of  a  above  may  be 
allowed  provided  the  actual  costs  of  such 
severance  payments  are  regarded  as  ex¬ 
penses  applicable  to  the  current  fiscal  year 
and  are  equitably  disthbuted  among  the  in- 
stitution’s  aetmties  during  that  period. 

c.  .Severance  payments  that  are  due  to  ab- 
aormaJ  of  mass  terminations  are  of  such 
conjectural  nature  that  allowability  must  be 
determined  on  a  case-by-case  basis.  Howev¬ 
er.  the  Govemmeat  recognires  its  obligation 
to  participate,  to  the  extent  of  its  fair  share, 
in  any  specific  payment. 

38.  Specialized  service  /aciliiies. 

a.  ’The  costs  of  institutional  services  in¬ 
volving  the  use  of  highly  complex  or  special¬ 
ized  facilities  such  as  electronic  computers, 
wind  tunnels,  and  reactors  are  allowable, 
provided  the  charge  for  the  serw.ee  meets 
the  conditions  cf  b  t.hrough  d  below. 

b.  The  cost  of  each  service  normally  shall 
consist  of  both  its  direct  costs  and  its  ailoca- 
bie  share  of  indirect  costs  with  deductions 
for  appropriate  income  or  "ederal  financing 
as  describing  in  Section  05. 

c.  The  cost  of  such  institutional  services 
when  material  in  amount  ■will  be  charged  di¬ 
rectly  to  users,  including  sponsored  agree¬ 
ments  based  on  actual  use  of  the  services 
and  a  sc.hedule  of  rates  that  does  not  dls- 
cmnlnate  beeween  federally  and  honfederal- 
ly  supponed  activities  of  the  institution,  in¬ 
cluding  used  by  the  institution  for  internal 
purposes  Charges  for  the  use  of  specialized 
facilities  should  be  designed  to  recover  not 
more  chan  the  aggregate  cost  of  the  services 
over  a  long-term  period  agreed  to  by  the  in¬ 
stitution  and  the  cognizant  Federal  agency. 
Accordingly,  it  is  not  necessary  that  the 
rates  charged  for  sen-ices  be  equal  to  the 
cost  of  providing  those  services  durmg  any 
one  fiscal  year  as  long  as  rates  are  reviewed 
penodicaily  for  consistency  with  the  long¬ 
term  plan  and  adjusted  if  necessary. 

d.  Where  the  costs  Incurred  for  such  Insti¬ 
tutional  sen.nces  are  not  material,  uhey  may 


be  aHocnted  as  Indi-'rct  costs.  Such  arrange- 
ments  must  be  agr.-ed  to  by  the  institution 
and  the  cognizant  Federal  agency. 

e.  "Where  it  is  in  the  best  interest  of  the 
Government  and  the  institciion  to  establish 
alternative  costing  arrangements,  such  ar-  ■ 
rangements  may  be  worked  out  with  the- 
cognisant  Federal  agency. 

39.  Special  senices  costs.  Costs  incurred 
for  general  public  rejauens  acthities, 
alumni  activities,  and  similar  serviees.  are 
unallowable. 

40.  Student  aciivizy  casts.  Costs  incurred 
for  intramural  acti-.-ities.  student  publica¬ 
tions.  student  clubs,  and  other  student  ac¬ 
tivities,  are  urutliowabie,  unless  speaficaliy 
provided  for  in  the  sponsored  agreements. 

41.  Tases. 

a.  In  general,  taxes  w.hich  the  Institution 
is  required  to  pay  and  which  are  paid  or  ac¬ 
crued  in  accordance  with  generally  accepted 
accounting  principles  are  allowable.  Pay¬ 
ments  made  to  local  governments  in  lieu  of 
taxes  which  are  commensurate  "alth  the 
local  government  services  received  are  al¬ 
lowable,  except  for  tl)  taxes  from  w.hich  ex¬ 
emptions  are  available  to  the  -zistitution  di¬ 
rectly  or  which  are  available  to  the  institu¬ 
tion  based  on  an  exemption  afforded  the 
Government,  and  in  the  latter  case  when 
the  sponsonhg  agency  makes  available  the 
necessary  exemption  cenificai.es;  and  (2) 
special  assesssmen.ts  on  land  which  repre¬ 
sent  capital  imp.-ovements. 

’0.  Any  refund  of  taxes,  interest,  or  penal¬ 
ties.  and  any  payment  to  the  instii-jtion  of 
interest  thereon,  attr.butable  to  taxes,  in¬ 
terest,  or  penalties  which  were  allowed  as 
sponsored  agreement  costs,  will  be  credited 
or  paid  to  the  Government  in  the  manner 
directed  by  the  Govemmeat.  However,  any 
interest  actually  paid  or  credited  to  an  insti- 
tuUon  incident  to  a  refund -of  tax,  inte.-est. 
and  penalty  will  be  paid  or  credited  to  the 
Govemmenl  only  to  the  extent  that  such 
interKi  accrued  over  the  period  during 
which  the  iastitution  had  been  reimbursed 
by  the  Govemmenc  for  the  '.axes,  interest, 
and  penalties. 

42.  Transportation  cosu.  Costs  incurred 
for  freight,  express,  cartage,  postage,  and 
other  transportation  semces  relating  either 
to  goods  purchased,  in  process,  or  delivered, 
are  allowable.  "When  such  costs  can  readily 
be  identified  with  the  items  involved,  they 
may  be  charged  directly  as  traraportation 
cosm  or  aeded  to  the  cost  of  such  items, 
"^fhere  identification  with  '-he  materials  re¬ 
ceived  carmot  readily  be  made,  inbound 
uansponanon  costs  may  be  charged  to  the 
appropnate  indirect  cos:  acco-unts  if  the  in¬ 
stitution  follows  a  consistent,  equitable  pro¬ 
cedure  in  this  respect.  Outbound  freight,  if 
reimbursable  under  the  terms  of  the  spon¬ 
sored  agreement,  should  be  treated  as  a 
direct  cost. 

43.  Travel  costs. 

a.  Travel  costs 'are  the  expenses  for  trans- 
pertatioh.  lodging,  subsistence,  and  related 
Items  Incurred  by  employees  who  are  in 
travel  status  on  official  business  of  the  Insti¬ 
tution.  Such  costs  may  be  charged  on  an 
actual  basts,  on  a  per  diem  or  mileage  basis 
In  lieu  of  actual  costs  incurred,  or  on  a  com¬ 
bination  of  the  two.  provided  the  method 
used  is  applied  to  an  entUe  trip  and  not  to 
selected  days  of  the  trip,  and  results  in 
charges  consistent  with  those  normally  al¬ 
lowed  by  the  insUt-ution  in  its  regular  oper¬ 
ations. 

b.  Travel  costs  are  allowable  subject  to  c, 

d.  e,  and  f  beJow,  when  they  are  directly  at¬ 


tributable  to  specific  work  under  a  spon¬ 
sored  agreement  or  are  incurred  in  the 
normal  course  of  administration  of  the  insti¬ 
tution  or  a  department  or  program  thereof. 

c.  The  difference  in  cost  between  first- 
class  air  accommodations  and  less  than 
fint-ciass  air  accoramodatiors  is  unallowa¬ 
ble  except  When  less  than  fh-st-class  air  ac¬ 
commodations  are  not  reasonably  avaUahie 
to  meet  necessary  mission  requirements, 
such  as  where  less  than  first <lass  accammo- 
dations  would  (1)  require  cirrolious  routing. 
(2)  require  travel  during  unreasonable 
hours.  i3)  greatly  increase  the  auration  of 
the  night,  (4)  result  in  additional  cosa 
which  would  offset  the  transportacioh  sav¬ 
ings,  or  i5)  offer  accommodations  which  are 
not  reasonably  adequate  for  the  medical 
neecs  of  the  traveler. 

d.  Costs  of  personnel  movements  of  a  spe- 
daJ  or  mass  nature  are  aliowahle  only  when 
authorized  or  approved  in  writing  by  the 
sponsonhg  agency  or  Its  authori^  repre¬ 
sentative. 

e.  Foreign  travel  costs  are  allowable  only 
when  the  travel  has  received  specific  prior 
approval.  Each  separate  foreign  trip  muse 
be  specifically  approved.  For  pu-TOses  of 
this  provision,  foreign  travel  is  defined  as 
any  travel  outside  of  Canada  and  the  United 
States  and  its  lemtones  and  possessions. 
However,  for  an  organization  located  out¬ 
side  Canada  and  the  United  States  and  its 
temtories  and  possessions,  forsicn  travel 
means  travel  outside  that  country. 

f.  Domestic  travel  costs  are  ailowabit 
when  permitted  by  the  sponsored  agree¬ 
ment.  Expenditures  for  such  travel  will  not 
be  allowed  if  they  exceed  tne  amount  speci¬ 
fied  by  more  than  25~«  or  S5C0,  whichever  is 
greater,  except  with  an  advanced  approval 
of  the  sponsonng  agency. 

44.  Terminclicn  costs  applicable  to  mow- 
sored  aarternents. 

a.  Terraination  of  sponsored  agreements 
generally  gives  rise  to  the  incurrence  of 
costs  or  to  the  need  for  special  treatment  of 
costs,  which  would  not  .lave  arisen  had  the 
agreement  not  been  terminated.  Items  pecu¬ 
liar  to  termination  are  set  forth  below.  They 
are  to  be  used  in  conjunction  with  aU  other 
provisions  of  this  Circuiar  m  the  case  of  ter- 
mination. 

b.  The  cost  of  common  items  of  matenai 
reasonably  usable  on  the  institution  s  ot.her 
werk  will  not  be  allowable  unless  the  insti¬ 
tution  subefuts  evidence  that  it  could  not 
retain  such  items  a:  cost  wiihcut  sustaining 
a  loss.  In  deciding  whether  such  items  are 
reasonably  usable  on  other  work  ci  the  in- 
stirution.  consideration  should  be  given  to 
the  institution’s  plans  and  orders  for  cur¬ 
rent  and  scheduled  work.  Contemporaneous 
purchases  of  common  items  by  the  institu¬ 
tion  will  be  regarded  as  evidence  that  such 
items  are  reasonably  usable  on  the  institu¬ 
tion’s  other  work.  Any  acceptance  of 
common  items  as  allowable  to  the  terminat¬ 
ed  portion  of  the  agreement  should  be  limit¬ 
ed  to  the  extent  that  the  quantities  of  such 
Items  on  hand,  in  transit,  and  on  order  are 
in  excess  of  the  reasonable  quantitative  re¬ 
quirements  of  other  work. 

c.  If  in  a  particular  case,  despite  all  rea¬ 
sonable  efforts  by  the  institution,  certain 
costs  cannot  be  discontinued  imrr.ediaceiy 
after  the  effective  date  of  termination,  suc.h 
cosm  are  generally  allowable  wnthm  tiie 
Umitatlocs  set  for-h  in  this  CL*cuiar.  except 
that  any  such  costs  continuing  after  termi¬ 
nation  due  to  the  negligent  or  ■willful  failure 
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of  the  Institution  to  discontinue  such  costs 
will  be  considered  unacceptable. 

d.  Loss  of  useful  value  of  special  tooling, 
and  special  machinery  and  equipment  is 
generally  allowable,  provided  (1)  such  spe¬ 
cial  tooling,  machinery,  or  equipment  is  not 
reasonably  capable  of  use  in  the  other  work 
of  the  institution:  (2)  the  interest  of  the 
Government  is  protected  by  transfer  of  title 
or  by  other  means  deemed  appropriate  by 
the  contracting  officer  or  equivalent;  and 
(3)  the  loss  of  useful  value  as  to  any  one  ter¬ 
minated  agreement  is  limited  to  that  por¬ 
tion  of  the  acquisition  cost  which  bears  the 
same  ratio  to  the  total  acquisition  cost  as 
the  terminated  portion  of  the  agreement 
bears  to  the  entire  terminated  agreement 
and  other  Government  agreements  for 
which  the  special  tooling,  special  machin¬ 
ery.  or  equipment  was  acquired. 

e.  Rental  costs  under  unexpired  leases  are 
generally  allowable  where  clearly  shown  to 
have  been  reasonably  necessary  for  the  per¬ 
formance  of  the  terminated  agreement,  less 
the  residual  value  of  such  leases,  if  (1)  the 
amount  of  such  rental  claimed  does  not 
exceed  the  reasonable  use  value  of  the  prop¬ 
erty  leased  for  the  period  of  the  agreement 
and  such  further  period  as  may  be  reason¬ 
able;  and  (2)  the  institution  makes  all  rea¬ 
sonable  efforts  to  terminate,  assign,  settle, 
or  otherwise  reduce  the  cost  of  such  lease. 
There  also  may  be  included  the  cost  of  al¬ 
terations  of  such  leased  property,  provided 
such  alterations  were  necessary  tor  the  per¬ 
formance  of  the  agreement,  and  of  reason¬ 
able  restoration  required  by  the  provisions 
of  the  lease. 

f.  Settlement  expenses  Incldding  the  fol¬ 
lowing  are  generally  allowable;  (1)  account¬ 
ing.  legal,  clerical,  and  similar  costs  reason¬ 
ably  necessary  for  the  preparation  and  pres¬ 
entation  to  contracting  officers  or  equiva¬ 
lent  of  settlement  claims  and  supporting 
data  with  respect  to  t.he  terminated  portion 
of  the  agreement,  and  the  termination  and 
settlement  of  subagreements:  and  (2)  rea¬ 
sonable  costs  for  the  storage,  transporta¬ 
tion.  protection,  and  disposition  of  property 
provided  by  the  Goverrunent  or  acquired  or 
produced  by  the  institution  for  the  agree¬ 
ment,  except  when  the  institution  is  reim¬ 
bursed  for*  disposals  at  a  predetermined 
amount  in  accordance  with  the  provisions  of 
Circular  No.  A-llO. 

g.  Claims  under  subagreements-,  including 
the  allocable  portion  of  claims  which  are 
common  to  the  agreement  and  to'  other 
work  of  the  institution,  are  generally  allow¬ 
able. 


r  -  ixincATioN  or  changes 

To  assure  that  expenditures  for  sponsored 
agreements  are  proper  and  in  accordance 
with  the  agreement  documents  and  ap¬ 
proved  project  budgets,  the  annual  and/or 
final  fiscal  reports  or  vouchers  requesting 
payment  under  the  agreements  will  Include 
a  certification,  signed  by  an  authorized  offi¬ 
cial  of  the  universitj’.  which  reads  essential¬ 
ly  as  follows:  "I  certify  that  all  expenditures 
reported  (or  payment  requested)  are  for  ap¬ 
propriate  purposes  and  in  accordance  with 
the  provisions  of  the  application  and  award 
documents." 

[FR  Doc-  79-6443  Piled  3-5-79;  3:45  ami 
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Attachment  I 


THE  UNIVERSITY  OF  CHICAGO 

DEPARTM£^^T  OF  MATHEMATICS 
5734  UNIVERSITY  AVENUE 
CEICACO  •  ILLINOIS  60637 

March  31,  1980. 


MEI-IOR-UNTUM 


To 

Frota 
Subj  ect 


All  who  are  interested  in  the  effective  conduct  of  scientific  research  in 
universities 

/!r\ 

Saunders  Mac  Lane,  Department  of  Mathematics,  University  of  Chicago 
Recent  CM3  P.egulations  on  Work  Records  for  Science:  Circular  A-21. 


.New  accountability  rules  for  direct  and  indirect  cast  calculations  by  universities 
are  set  out  in  the  new  (1979)  0M3  circular  A-21,  entitled  "Principles  .'•or  .determining 
costs  applicable  to  grants,  contracts  and  oth.er  agreements  with  Education  Institutions. 

In  this  circular,  the  section  on  Compensation  for  Personal  Services  calls  fcr  a 
lOOE  accounting  of  the  work  or  activity  of  faculty  members  and  other  prof essionals. 

This  accounting  is  to  be  renedered  on  one  of  two  plans:  lionitored  Workload,  or 
Personnel  Activity  Reports. 


Clearly,  appropriate  accountability  for  the  use  of  government  funds  to  support 
science  is  requisite.  However,  this  particular  form  of  accountability,  as  analysed 
in  detail  in  my  previous  memorandum  (January  30th)  under  the  same  title,  raises 
several  very  serious  questions: 


1)  The  call  for  lOOL  accounting  of  "the  work  for  which  the  employee  is 
compensated  and  which  is  required  in  fulfillment  of  the  employee's 
obligations  to  the  institution"  appears  to  suggest  possible  government 
control  over  that  portion  of  this  work  not  supported  by  government  funds. 

Even  the  implication  that  there  might  later  be  such  control  seems  inappropriate 

2)  Percentage  accounting  for  work  (or  activity,  or  effort,  or  time)  is 
meaningless.  This  follows  from  the  nature  of  scientific  effort  and  the 
unpredictable  interaction  between  research,  teaching  and  other  university 
activities;  there  is  a  detailed  discussion  in  my  previous  memo.  Using 
records  of  meaningless  percentages  is  likely  to  lead  to  future  troubles 
when  there  arise  questions  as  to  how  and  whether  these  percentages 
correspond  to  reality. 

3)  Percentages  of  salary  have  objective  meaning,  but  not  percentages  of  work. 
Accounting,  to  be  effective,  should  be  carried  out  in  terms  of  real 
quantities,  not  fictions. 

4)  Accounting  for  "work",  as  foTrmulated  in  A-21,  is  not  closely  tied  to  the 
specific  projects  supported  by  government  funds. 

5)  The  extensive  negotiations  leading  to  the  new  0MB  Circular  Number  A-21 
do  not  appear  to  have  involved  adequate  consultation  of  the  opinions  and 
work  habits  of  university  faculty. 
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6)  Percentage  accouncing  is  unlikely  to  catch  the  occasional  real  abuses  in 
the  use  of  govemcent  funds. 

7)  Detailed  accounting  will  undernine  the  atnosphera  necessary  for  scientific 
work  and  may  discourage  entry  into  science  by  able  young  people. 

The  0MB  and  ocher  government  agencies,  in  proposing  this  form  of  accountability, 
appear  to  have  had  two  primary  objectives; 

•  As  of  direct  cost,  to  provide  evidence  to  the  government  chat  the  research 
has  involved  activity  appropriate  for  the  money  received. 

•  As  of  indirect  costs,  to  establish  a  basis  for  certain  of  the  indirect  cost 
pools  (chose  called  ''departnantal  administration"  and  "sponsored  project 
administration")  and  also  to  provide  a  basis  for  the  total  effort  spent 

on  direct  performance  of  research,  as  this  is  used  in  the  calculation  of 
indirect  cost. 

Because  appropriate  accountability  for  public  funds  is  requisite  and  proper, 
what  is  now  needed  is  the  explicit  formulation  of  alternatives  to  the  unsatisfactory 
total  accounting  for  work  or  activity  proposed  under  A-21.  The  recent  report  from 
the  National  Commission  on  Research  makes  useful  proposals.  (Accountability;  Restoring 
the  Quality  of  the  Partnership.  Science  207,  pp.  1177-1182,  March  14,  1980) 

Recommendation  5,  concerned  with  direct  cost,  reads: 

"5)  Institute  self-regulatory  methods.  A  simpler  and  less  costly  method  of 
effort  reporting  based  on  responsible  self-regulation  should  be 
instituted.  Thus  the  government  should  accept  certifications  by  individual 
investigators  that  direct  salary  charges  to  their  research  agreements  are 
reasonable  and  fair,  provided  that  each  certification  is  accompanied  by 
the  federal  program  officer's  review  of  the  reasonableness  of  these 
expenditures  for  the  work  undertaken." 

Recommendarlon  6*.  concerned  with  indirect  costs  reads: 

"6)  Allowing  for  a  percentage  of  indirect  costs.  Government  agencies  should 
jointly  construct  an  option,  analogous  to  the  "standard  daduction"  in 
income  tax  calculation,  to  charge  activity  which  is  treated  as  indirect 
costs  under  sponsored  agreements.  The  fixed  percentage  would  be  negotiated." 

A  final  solution  of  these  questions  may  involve  more  detailed  consideration, 
butt  these  two  recoiamendations  indicate  that  there  are  indeed  viable  alternatives 
to  the  present  unsatisfactory  proposals. 


Saunders  Mac  Lane 
March  31,  1980 
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To: 


All  'ffto  are  interested  in  the  effective  conduct  of 
scientific  research  in  universities 


Prom:  Saunders  Mac  Lane 


Suto'ect:  CMB  Regulations  on  Tine  Records  for  Faculty  Members 


1.  Introduce  ion 

New  government  regulatiora  now  prccose  ICC?  accounting  of  the  time 
of  faculty  members  doing  aoorsored  research.  This  char.g9  raises  a  mrber 
of  furdamental  issues  about  the  effective  conduct  of  research  in 
academic  Inst itut iers .  'These  Issues  are  of  interest  to  scientists,  to 
university  administrators,  and  to  government  officials  Involved  in 
helping  to  support  research. 

Early  In  1979  the  Office  of  Managaaent  and  Budget  (Cl®)  issued  a 
revised  version  of  its  circular  A-21,  dealing  with  cost  prirnlples  for 
educational  institvmior.s.  It  an  6  in  this  circular,  begirnlng  on  page  23 
(See  Appendix  A)  deals  with  "Compensation  for  personal  services" 
ard  proposes  new  rules  v/hich  raise,  in  new  form,  the  complex  anl  delicate 
problan  of  "Time  and  Effort  Reporting". 

.  This. .memo  will  sucmarlza  the  new  rules  and  describe  the  result lr.g 
situation.  It  is  my  coPiSidered  judgement  that  this  situation  involves 
serious  problans,  with  questionable  constraints  on  academic  research 
and  the  use  of  meaningless  percentages.  Herne  the  situation  needs 
reconsideration  at  the  highest  level. 

2.  R.ecent  Hist  or/ 

An  earlier  version  of  circular  A-21,  Issued  in  1965,  required 
certain  time  ard  effort  rsperting.  After  extensive  protests  from  the 
acaderlc  cancurlty  emphasising  the  ccnntrairlng  effects  of  such  reccrtlrjg, 
this  circular  was  modified  in  1968  so  as  to  be  less  prescriptive 
(See  Appendix  3).  .At  that  time,  it  was  held  that  reporting  on  effort 
was  nore  realistic  than  report ir.g  on  time. 

3-  Present  Recuirgaents 

The  new  circular  A-21,  under  the  heading  'TayroU  distribution"  states 
"For  each  organizational  unit  of  an  institution,  the  distribution  of 
salaries  ard  '.ages  .  .  .  'wHl  be  based  on  either  a  systaa  of  monitored 
workload  or  a  system  of  personnel  activity  reports." 

These  two  alternative  systems  are  then  described.  Page  23  states 
"the  monitored  workload  sj’stem  used  for  salaries  and  wages  charged 
directly  or  indirectly  to  sponsored  agreemats  'aHI  meet  the  following 
standards: 
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"(1)  A  system  of  budgeted  or  assigned  workload  will  be  Incorporated 
into  the  official  records  of  the  Inst Itttt ion  and  enetmpass  both  sponsored 
and  all  other  activities  on  an  integrated  basis  .  .  . 

”(2)  The  system  vdll  reasonably  reflect  workload  of  en^jloyees, 
accounting  for  1002  of  the  work  for  which  the  employee  is  compensated 
and  which  is  required  in  fulfillment  of  the  enployee's  obligations  to 
the  ir^itutlon." 

The  second  systat,  that  of  personnel  activity  reporting  is  described, 
on  page  24,  as  follows: 

”(2)  Tne  reports  will  reflect  an  after-the-fact  reporting  of  the 
percentage  of  activity  of  each  enployee.  Charges  may  be  made  Initially 
on  the  basis  of  estimates  made  before  the  services  are  performed, 
provided  that  such  charges  are  prccgtly  adjusted  if  si^tlf leant  differ¬ 
ences  a2?e  indicated  by  activity  reports. 

"(3)  Each  report  will  account  for  1002  of  the  activity  for  which 
the  enployee  is  compensated  and  which  is  required  in  fulfillment  of  the 
enployee's  obll^tions  to  the  Instituiton.  The  report  will  reasonably 
reflect  the  percentage  of  activity  applicable  to  each  sponsored  agreement, 
each  indirect  cost  category,  and  each  nEjcr  function  of  the  institution." 

4.  Central  Difficiilty 

Both  of  these  systems  appear  to  require,  for  seme  or  all  professional 
academic  enployees — professors  and  others — that  there  be  an  accounting  for 
1002  of  the  person's  time  ("work"  or  "activity"),  as  compensated  by  the 
university.  It  is  this  provision  v*lch  requires  particular  attention. 

Hie  interpretation  of  this  provision  is  complicated]  there  might 
well. be  differed,  interpretations  different  universities.  An_  official 
at  -one  university’ has  suggested  bhat’ ’aost'univei^’ities  will 'use  the 
Personnel  Activity  Reports  rather  thatx  the  Monitored  k'orkload  system, 
ttHt  not  all  faculty  manbers  will  be  required  to  fill  out  these  reports, 
and  that  these  repcibs  are  likely  to  reflect  a  half-dceen  types  of 
activities,  the  cumulative  total  of  vtoich  must  be  1002. 

5.  Various  Interests  Involved 


Different  groups  ar«  involved  in  these  regulations.  Congress 
wishes  more  exact  accountability  of  public  furhs  expended  in  the  support 
of  science.  The  CM5  must  specify  how  this  accountability  is  to  be 
realized.  Administrative  officers  at  universities  are  responsible  for 
ensuring  that  their  university  is  reimbursed  for  direct  and  indirect 
costs  of  sponsored  research.  Current  inflationary  pressures  make  this 
responsibility  heavier. 

Government  officials  (NSF,  MEH,  ONR,  etc.)  must  see  to  the  monitoring 
0^  the  grants  for  contracts  that  they  issue. 
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University  faculty  desire  federal  support  for  scientific  arii 
technological  research,  irruch  of  which  would  be  iiroossible  without  ttet 
federal  support .  They  also  desire  flexible  conditions  for  carrj'lng  out 
research,  and  freedom  fron  distract ir^  bureaucratic  detail. 

Ultlnately  the  country  and  mankind  need  the  best  final  product  of 
research,  so  need  conditions  which  best  encourage  that  research. 


6.  Long-raree Cor.sideratiom 


One  may  wish  to  consider  the  possible  reasons  behind  the  specification 
of  100/5  of  time  in  the  current  circular  A-21.  These  reascr.s  may  involve 
a  number  of  facets  of  the  cuesticn  of  gpverrarne  of  the  universities. 

Long  ago  (ONR,  in  the  late  19^0's)  a  decision  vas  made  that  the  government 
support  of  science  in  universities  would  be  focussed  on  individual 
projects  of  scientists.  With  the  development  cf  the  systen,  and  vdth 
the  subsequent  constraints  upon  fundir.g,  there  came  to  be  scientists — 
especially  those  with  interdisciplinary  interests — i-dn  needed  support 
from  more  than  one  agency;  either  because  any  one  agency  might  rit  have 
had  sufficient  funds  in  the  appropriate  program,  or  because  the  agency 
program  did  rjct  have  the  same  range  of  Interests  as  those  of  the  principal 
investigator.  Such  multiple  simport  of  sciences  has  strong  merits,  in 
jaorticulai’  the  merit  of  not  making  the  sigjport  of  novel  scientific  ideas 
dependent  on  the  judgement  of  any  one  agency.  In  recent  years,  with 
further  constraints  in  real  goverrment  support  of  sciences,  the  tendency 
for  multiple  grarts  tq_  indi\d.dual  invest  liters  has  Increased.  As 
Philip  Handler  said  in  a  recent  speech  (January  29,  1980)  "The  real 
resources  available  to  an  average  American  scientist  have  diminished  by  a 
factor  of '2  in  the  last  decade." 

At  the  same  time,  the  flrsncial  squeeze  on  universities  due  to 
ir-flation,  beatirg  costs  and  the  like,  have  made  it  necessary  for 
fiscal  officers  of  universities  to  search  for  more  governaent  support 
in  all  appropriate  waysj  esoecially  by  overhead,  arsd  by  support  of 
portions  of  faculty -salaries.  This  has  tended  to  inxrease  the  number  of 
principal  invest  inters  v*kd  have  multiple  salary  support,  such  as 
would  be  verified  under  1005  of  time  allocations. 

Thus  a  cembination  cf  forces  acting  over  years  has  led  to  the 
situation  which  the  nerw  policies  in  A-21  are  intended  to  regulate. 

7.  Types  of  Difficulties 

The  present  version  of  circular  A-21  is  the  result  of  extensive 
negotiations  between  officials  of  CMB  ard  some  university  officials. 

It  is  not  clear  that  the  interests  of  all  parties  were  represented  in 
this  negotiation.  In  particular,  sesne  academic  scientists  believe  that 
these  systems,  develop^  without  consulting  than,  deprive  them,  of  their 
traditional  independence  and  thus  hamper  innovative  research. 

This  section  will  surrarize  the  difflciilties  which  this  regulation 
now  raises  for  acadenic  employees,  especially  professors  and  research 
associates.  These  difficulties  are  present  whichever  of  the  two  speci-'Ied 
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d©  systems  is  adopted  by  each  university.  The  difficulty  exists 
because  the  last  sentence  of  CD  moriltored  'Arorklcad  system  seems 

to  apply  to  all  activities  of  the  university  iccludirg  those  '^thout 
govemnent  support  and  because  both  systans  speak  of  "100^  of  th^ 
work  for  which  the  anployee  is  cai^ensated."  There  are  at  least  four 
difficulties  in  this  specification:  First ,  it  involves  a  complex 
calculation  of  what  is  .full  work.  Second,  it  appears  to  require  someone, 
the  employee  or  some  adinlrd.strator,  to  make  an  exact  account  of  the 
employee's  time.  Third,  it  assumes  that  there  is  somewhere  a  standard  as 
to  what  work  is  req:ulred  "in  fulfillment  of  th.e  anployee 's  oblivions." 
Finally,  part  of  tha,t  "100?  of  the  work"  is  strictly  university  work 
and  ret  the  goverrmant '  s  coreem. 

The  motivation  for  specifying  such  a  percentage  of  work  is  clear, 
since  there  are  cases  of  faculty  members  on  a  variety  of  grants  with  the 
salaries  charged  In  complex  fashions  to  their  several  grants.  On  ttie 
other  hand,  it  is  well-krom  to  faculty  menbers  that  it  is  nearly 
Impossible  to  clearly  distinguish  how  much  time  is  devoted  to  research 
and  how  much  to  teaching  or  administration.  If  a  professor  is  teaching 
an  advanced  course  on  non-canpact  Riemam  surfaces  and  has  a  grant  both 
from  the  MSP  ard  the  OtR  to  do  research  on  this  topic  and  also  has 
students,  not  involved  in  th^e  grant,  dolr^  such  research,,  how  does  he 
knov:  when  hds  thought  on  the  presentation  of  the  materials  in  the  course 
is  educational  or  is  stimulatlr^  to  his  research?  He  does  know  of  many 
instances  in  the  past  when  the  teaching  has  helped  th.e  research,  or 
the  converse.  As  he  spends  time  to  help  that  graduate  studeri  in 
viTitlng  a  thesis  and  in  the  process  thirto  of  something  that  help 
in  this  res^rch,  is  he  to  charge  it  to  research  or  teaching?  This 
example  (of  course,  its  point  is  not  limited  to  Riemann  surfaces  or  to 
mathanatics)  clearly  indicates  why  for  professors  there  is  no  such  thing 
as  an  accounting  of  exact  pei^et:ages. 

Note  that  Circular  A-21  at  the.  top  of  page  23  has  the  caveat 
•Vellance  must-  be  placed  on  reasonably  accurate  approxinaticris." 

This  is  net  very  helpful,  since  it  is  tend  to  make  sense  of  an  "approxl- 
mation"  to  a  number  or  percentage  which  is  net  there  and  has  no  exact 
meaning. 

Another  andlguity  is  this:  VJhdch  professional  work  is  wholly  the 
responsibility  of  his  acadsnic  Institution?  If  professor  Y,  drawing  hds 
salary  from  the  institution,  gets  elected  presidert  of  the  American 
Association  fer  Experimental  Biophysics  and  consequently  spends  quite  a 
few  hours  writing  letters  to  keep  this  oi'ganization  afloat  and  to  get 
its  meet ir^ organized,  is  that  time  part  of  the  time  required  by  his 
appolntrent  to  the  institution?  If  professor  Z  does  consulting  work  for 
which  he  Is  reconpensed  and  thereby  gets  ideas  vrtxLch  help  his  research 
and  his  students,  how  then  does  one  account  for  these  consulting  hours? 
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These  exanples  indicate  that  there  are  ret  now,  and  probably  never 
can  be,  clear  definitions  for  a  professor  of  "the  e^loyee's  obligations 
to  the  institution".  It  therefore  makes  no  sense  for  a  govemnent 
organization  to  try  to  define  percentages  in  terms  of  these  obligatior.s. 

Still  another  ambiguity  arises  because  different  universities  have 
different  rules,  sesnetimes  unclear,  as  to  the  amount  of  reimbursed  outside 
consulting  which  may  be  undertaken  by  a  faculty  marber.  The  ne'.tf  circular 
A-21  specifies  rules  to  apply  in  seme  such  cases  (page  26  foot ,  in  Appendix 
A).  The  result  migit  be  the  general  inpositlon  of  formal  rules  about 
consulting.  Such  a  result  would  be  Irflexible  and  divisive. 

8.  Costs  and  Abuses 


This  version  of  woriclcad  or  activity  reporting  e-videnzly  is  intended 
to  a-raid  abuses  and  apparent  abuses  which  have  arisen.  There  have  been 
cases  of  such  abuses.  There  have  also  been  other  cases,  net  abuses,  where 
an  exact  accounting  trail  of  personnel  effort  has  not  been  available . 

On  the  other  hand,  it  is  clear  that  the  elaborate  system  proposed  in  A-21 
is  likely  to  cost  more  to  inplemert  than  the  total  of  aouses  likely  to  be 
avoided.  As  for  the  accounting  trail,  that  is  also  costly.  If  it  simply 
results  in  better  accounting  for  money  that  was  anyway  sperm  for  science, 
it  is  not  clear  that  it  is  worth  the  cost  . 

The  costs  are  irt  just  those  of  executirg  detailed  percentage 
calculatiors  of  vrorkload  distribution.  Costs  also  include  the  loss  of 
morale  caused  by  the  unexpected  extension  of  government  regulation  of 
the  detailed  work  of  scientists  and  ether  acadenics  .  Such  costs,  though 
hidden,  can  be  substantial,  as  they  may  hanper  originality,  or  discourage 
independert  young  people  fhom  enterirg  the  academic  profession. 

9 .  Summary  ard  Statemert  of  Opinion 


Long  ago  the  goverrrnent  chose  to  support  research  in  science  and 
technology  at  universities  in  order  to  fimther  new  discoveries  which 
would  help  both  our  own  courhry  and  the  whole  of  mankirid .  This  support 
goes  to  members  of  the  academic  cemtunity.  This  comnunity  generally 
has  high  standards  of  accountability  for  direct  expenses  of  travel, 
equiprasrt  and  the  like.  However,  for  this  ceninunity,  time  spent  on 
research  in  its  manifold  forms  is  not  accurately  accountable,  sc  that 
any  system  of  percentage  accounts  is  sure  to  involve  artificiality  and 
therefore  ultimately  to  lead  to  additional  abuses  which  in  turn  would 
require  additional  specific  regulatior.s.  Constraints  on  time  are 
counter  to  the  spirit  and  intent  of  those  who  struggle  to  discover  new 
results:  Therefore  these  constraints  are  inevitably  counter-productive  . 
Tley  will  diminish  and  divert  the  very  scientific  progress  for  which 
the  monies  are  e>pended.  Finally,  the  idea  of  100%  account irg  intrudes 
on  activities  which  are  the  concern  only  of  the  universities. 
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10.  Proposal 


Since  the  present  regulations  in  circular  A-21  -^ere  negotiated 
primarily  '-'dth  controllers  and  ether  officials  responsible  for  accounting 
at  universities  and  sirre  the  issue  transcends  these  concerns,  I  recoiEend 
that  there  be  renewed  consideration  of  the  whole  problem,  to  prepare  some 
new  plan  to  meet  the  needs  of  accountability  and  to  avoid  abuses,  '^theut 
requiring  time-cards  or  percentage-of-time  accounting  for  academic  staff. 

For  example,  proposals  for  grants  or  contracts  could  specify  Ln 
advarns  the  Lotended  effort  of  principal  investigators  and  other  academic 
staff  and  final  reports  on  such  grants  and  contracts  could  be  required  to 
specify  what  effort  was  actually  made.  This  could  be  m^dg  specific  to  the 
grant  or  contract  in  such  a  way  as  to  rske  the  resporiSlbllity  on  academic 
staff  e'/en  more  explicit ,  thus  less  subj  ect  to  abuses  and  much  less 
invasl''/e  of  acadamLc  customs. 

The  problen  has  also  been  studied  extensively  by  the  National 
CcantLsslon  on  Research,  which  .bas  a  report  under  preparation:  ''Accourt ability 
Restoring  the  Quality  of  the  partnership”. 


Saunders  Mac  Lara 
Department  of  Mathematics 
University  of  Chicago 
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Total  Reporting  for  Scientific  Work 

Saunders  Mac  Lane 


Rules  for  direct  and  indirect  cost  cal¬ 
culations  by  universities  are  set  out  In 
the  new  (1979)  Office  of  Management 
and  Budget  (0  MB)  circular  A-21,  enti¬ 
tled  “Cost  Principles  for  Educational  In¬ 
stitutions"  U).  The  section  in  this  circu¬ 
lar  on  “Compensation  for  personal  ser¬ 
vices"  calls  for  a  complete  reporting  of 
the  work  or  activity  of  faculty  members 
and  other  professionals,  to  be  rendered 


on  one  of  two  plans:  (i)  monitored  work¬ 
load  or  (ii)  personnel  activity  reports. 
Each  of  these  plans  proposes  a  single 
system  to  meet  the  very  different  prob¬ 
lems  presented  by  direct  costs  and  by  in¬ 
direct  costs. 

The  monitored  workload  plan  is  based 
on  budgeted  or  (pre-)  assigned  work¬ 
loads,  updated  to  reflect  all  significant 
changes  in  workload  distnbution.  The 
description  of  this  system  [under  item 
J6ci2)]  specifies  that  “The  system  will 
reasonably  reflect  workload  of  employ¬ 
ees,  accounting  for  100  percent  of  the 
work  for  which  the  employee  is  com¬ 
pensated  and  which  is  required  in  fulfill- 
noent  of  the  employee's  obligations  to  the 
institution.” 

The  personnel  activity  reports,  on  the 
other  hand  [items  J6d(2)  and  (3)],  “will 
reflect  an  after-the-fact  reporting  of  the 
percentage  of  activity  of  each  employ¬ 
ee.  ..  .  Each  report  will  account  for  100 
percent  of  the  activity  for  which  the  em¬ 
ployee  is  compensated  and  which  is  re¬ 
quired  in  fulfillment  of  the  employee's 
obligations  to  the  institution.'' 

In  other  respects  these  two  plans  dif¬ 
fer.  The  monitored  workload  plan  is 
based  on  preassigned  workload,  and  the 
preassigned  figures  must  be  adjusted  to 
15S 


record  changes  in  workload;  it  applies  to 
salanes  and  wages  of  professional  and 
professorial  staff,  but  not  to  non- 
professional  employees.  The  personnel 
activity  plan  can  apply  to  all  employees 
whose  salanes  and  wages  are  charged  to 
direct  or  indirect  costs  under  govern¬ 
ment  grants. 

In  both  cases  it  is  specified  that  the 
system  will  reasonably  reflect  “the  per¬ 


centage  of  activity  applicable  to  each 
sponsored  agreement,  each  indirect  cost 
category,  and  each  major  function  of  the 
institution.  "  The  indirect  cost  categories 
involved  include  "departmental  adminis¬ 
tration."  sponsored  project  administra¬ 
tion."  and  "student  administration  and 
services  '  The  major  functions  of  the 
institution  are  "instruction  '  (including 
"departmental  research  ").  "organized 
research"  (that  is,  research  sponsored 
by  federal  agencies  and  nonfederal  or¬ 
ganizations),  ""other  sponsored  activi¬ 
ties,"'  and  "other  institutional  activi¬ 
ties.  "  The  percentage  reporting  required 
thus  potentially  involves  a  considerable 
number  of  different  categories  for  each 
faculty  member  or  professional  employ¬ 
ee. 

Appropriate  accountability  for  the  use 
of  government  funds  to  support  science 
is  necessary  and  proper.  However,  it  is 
not  clear  that  either  plan  for  personnel  is 
appropriate.  The  National  Academy  of 
Sciences,  in  its  business  meeting  on  22 
April  1980,  passed  a  resolution  as  fol¬ 
lows. 

While  supporting  the  principle  of  account¬ 
ability  for  usage  of  public  funds,  the  National 
■Academy  of  Sciences  views  with  concern  the 
proposed  implementation  of  0MB  revised  cir¬ 


cular  .A-21.  effective  July  1.  1980.  .Applicauon 
of  these  new  regulations  to  institutions  of 
higher  learning  would  further  constrain  the  al¬ 
ready  limned  flexibility  in  research  thrust,  in¬ 
crease  the  administrative  burden,  reduce  mo¬ 
rale  among  teaching  and  research  personnel, 
and  provide  a  cumbersome,  meaningless  doc¬ 
umentation  in  terms  of  percent-of-effort  for  a 
continuum  of  scholarly  activities.  Moreover, 
because  these  regulauons  would  monitor  non- 
federajly  supported  academic  functions  as 
well,  inappropriate  controls  might  be  exer¬ 
cised.  We  therefore  urge  reconsiderauon  of 
regulations  embodied  in  .A-21  and  we  recom¬ 
mend  that  the  Council  of  the  Academy  exam¬ 
ine  this  situation  so  as  to  propose  appropnaie 
ways  of  achieving  accountability 

My  own  examination  of  this  situation 
is  reported  below.  Observe  first  that  cir¬ 
cular  .A-21  covers  many  different  topics 
in  the  assessment  of  costs.  .Most  of  these 
are  handled  effectively  and  are  not  in 
question  here.  The  difficulty  at  issue 
anses  only  in  the  new  requdement  that 
university  faculty  repon  on  100  percent 
of  their  activity  This  requirement  was 
introduced  to  provide  perspective  on  the 
accounting,  but  in  my  judgment  such 
total"  activity  reporting  is  a  mistake.  It 
requires  reports  of  percentages  which 
are  fictitious  because  of  the  overlap  be¬ 
tween  teaching  and  research;  such  fic¬ 
tions  can  lead  to  future  conflict.  By  cov- 
enng  all  activity,  in  teaching  and  inde¬ 
pendent  research,  this  rule  intrudes  gov¬ 
ernment  recording  on  university  activity 
which  is  not  federally  funded.  Finally, 
such  total  reporting  is  not  in  keeping 
with  the  character  of  the  university  ;  the 
university  does  not  consist  of  a  set  of 
faculty  employees  whose  time  is  bought 
by  the  administration,  but  is  rather  a 
group  of  scientists  and  scholars  engaged 
in  free  and  independent  inquiry. 


The  Grant  System 

The  project  grant  system  for  the  sup¬ 
port  of  science  in  the  United  States  was 
developed  after  the  work  of  the  .National 
Defense  Research  Council  m  World  War 
II  had  shown  the  national  importance  of 
scientific  research.  Vannevar  Bush,  in 
his  influential  book  Science:  The  Endless 
Frontier  (2),  proposed  a  National  Sci¬ 
ence  Foundation  (NSF).  When  the  es¬ 
tablishment  of  such  a  foundation  was  de¬ 
layed,  the  Office  of  Naval  Research 
started  the  system  of  supporting  scien¬ 
tific  research  by  way  of  grants  to  institu¬ 
tions  on  behalf  of  individual  scientists. 
This  system  was  continued  by  the  NSF 
on  its  establishment  in  1950.  The  grants 
did  not  support  institutions  as  a  whole. 
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Summary.  The  project  grant  system,  which  has  been  so  effective  m  the  support  of 
scientific  research  m  the  United  States,  has  mduded  support  of  the  indirect  costs  of 
that  research.  The  desire  to  clearly  justify  these  costs  and  to  trace  abuses  has  led  the 
Office  of  Management  and  Budget  to  issue  new  rules.  One  such  rule  requires  report¬ 
ing  (or  100  percent  of  the  work  of  scientists.  The  character  of  this  rule  raises  funda¬ 
mental  questions  about  the  possible  control  of  universities  by  the  government.  This 
article  Is  intended  to  desenbe  the  background  of  these  questions  and  to  examine  their 
consequences. 
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but  supported  the  research  by  individual 
scienusts  ("principal  investigators  ')  and 
from  1947  included  (portions  of)  the  in¬ 
direct  cost  to  the  institution  of  that  re¬ 
search.  In  this  system,  grants  were  based 
on  peer  review.  Such  peer  review,  at  the 
lime  of  grant  renewal,  is  a  form  of  scien¬ 
tific  accountability. 

With  the  development  of  the  system, 
and  with  the  subsequent  constramts  on 
funding,  there  came  to  be  scientists  who 
needed  support  from  more  than  one 
agency,  either  because  any  one  agency 
might  not  have  had  sufficient  funds  in  the 
appropnate  program,  or  because  the 
agency  program  did  not  have  the  same 
range  of  interests  as  t.he  principal  investi¬ 
gator.  Such  multiple  support  of  science 
has  strong  merits— in  particular,  the 
ment  of  not  making  the  support  of  novel 
scientific  ideas  dependent  on  the  judg¬ 
ment  of  any  one  agency.  In  recent  years, 
with  more  scientists  and  further  con¬ 
straints  in  real  government  support  of 
science,  the  tendency  for  multiple  grants 
to  individual  investigators  has  increased. 
The  pressure  of  such  constraints  has 
been  confirmed  by  Philip  Handler,  presi¬ 
dent  of  the  National  Academy  of  Sci¬ 
ences.  In  a  recent  speech  (29  January 
1980)  he  said.  "The  real  resources  avail¬ 
able  to  an  average  .American  scientist 
have  diminished  by  a  factor  of  2  in  the 
last  decade.  ' 

.At  the  same  time,  the  financial  prob¬ 
lems  of  universities  have  made  it  neces¬ 
sary  for  fiscal  officers  of  universities  to 
be  more  diligent  in  recovenng  all  costs 
allowable  under  government  policies,  es¬ 
pecially  by  indirect  cost  recovery  and  by 
support  of  ponions  of  faculty  salaries. 
This  has  tended  to  Increase  the  pressure 
on  pnncipal  investigators  to  obtain  mul¬ 
tiple  salary  support,  such  as  would  be 
venfied  under  100  percent  reporting. 

Indirect  costs  under  the  government 
grants  have  tended  to  increase  in  recent 
years.  In  the  early  days  of  NSF  and  the 
National  Institutes  of  Health  INIH).  in¬ 
direct  costs  on  all  grants  were  computed 
as  a  standard  figure  — 15  or  20  percent  of 
salaries  and  wages.  Now  these  percent¬ 
ages  are  much  higher— 50  to  70  percent 
of  salaries  and  wages  They  are  based  on 
explicit  cost  records  and  vary  from  um- 
versity  to  university.  Moreover,  cost 
sharmg  is  now  required,  on  "more  them  a 
token  basis  —more  than  1  percent  of  to¬ 
tal  project  costs. 

This  sharp  increase  in  indirect  costs 
has  several  causes;  the  effects  of  infla¬ 
tion  on  endowments,  the  drastically  in¬ 
creased  costs  of  heating,  the  increased 
administration  required  by  a  large  array 
of  government  regulations,  and  the  inevi¬ 
table  tendency  of  the  administrative  ap- 
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paratusAo  become  more  elaborate.  Thus 
a  combinauon  of  circumstances  has  led 
to  the  situation  which  required  that  the 
previous  Federal  Management  Circular 
(FMC  73-8.  dated  19  December  1973)  be 
replaced  by  the  more  explicit  policy  pro¬ 
visions  of  the  new  circular  .A-21.  We 
next  examine  the  background  situation 
to  see  if  there  was  a  need  in  this  revision 
for  the  new  requirement  of  100  percent 
reporting  of  professional  activity. 


.Mistakes  and  Abuses 

The  project  grant  system,  now  very 
large,  has  involved  a  variety  of  account¬ 
ing  mistakes  and  actual  abuses.  Here  are 
some  types  of  these  troubles; 

1)  Inadequate  records  of  transfer  of 
funds. 

2)  Unauthonzed  transfer  of  funds  be¬ 
tween  projects. 

3)  (Tharges  of  equipment  to  the  wrong 
project. 

4)  Charges  of  salaries  to  the  wrong 
project. 

5)  Misuse  of  travel  funds. 

6)  Salary  charges  for  an  investigator 
not  actually  working. 

T)  Charges  of  portions  of  an  investiga¬ 
tor  s  salary  to  several  projects,  to  a  total 
of  more  than  1(X)  percent  of  his  or  her 
salary. 

Following  are  some  comments  on  the 
character  (but  not  on  the  extent)  of  these 
abuses. 

Transfer  of  funds.  When  unexpended 
funds  remain  in  a  grant  about  to  expire, 
one  may  wish  to  use  these  funds  for  re¬ 
lated  purposes,  say  for  work  on  a  dif¬ 
ferent,  but  related,  project.  In  some  cas¬ 
es.  the  necessary  formal  government  ap¬ 
proval  for  such  transfers  can  be  obtain¬ 
ed  However,  transfer  may  sometimes 
be  made  before  approval  is  in  hand, 
without  adequate  record  of  that  approv¬ 
al.  Scientists,  who  tend  to  think  in  terms 
of  the  common  scientific  objective  of  the 
various  projects  involved,  are  not  always 
likely  to  understand  the  need  for  com¬ 
plete  accounts  of  such  matters.  .Auditors 
are  certain,  in  such  cases,  to  ask  for  a 
complete  accounung  trail' —often  years 
after  the  transfer  has  taken  place.  Such 
cases  of  transfer  may  thus  range  from 
simple  "lack  of  documentation"  to  se¬ 
vere  abuse.  The  largest  accounting  diffi¬ 
culties  with  government  grants  to  univer¬ 
sities  are  said  to  be  with  problems  of 
transfer. 

Charges  to  a  different  project.  Many 
grants  are  to  individuals  or  to  small 
groups  of  principal  investigators.  How¬ 
ever.  in  most  cases  the  financial  details 
of  a  number  of  different  grants  are  ad¬ 


ministered  together  by  a  department. 
Such  a  common  administration  has  evi¬ 
dent  advantages  in  efficiency.  It  also 
presents  a  temptauon  to  "even  things 
up'  between  grants  or  to  make  various 
small  charges  to  that  grant  most  conve¬ 
niently  available.  Sometimes  it  appears 
that  money  from  grants  in  hand  may 
have  been  used  to  support  a  young  inves¬ 
tigator  who  does  not  yet  have  a  grant,  or 
to  conunue  the  support  of  an  older  inves¬ 
tigator  whose  grant  has  not  been  re¬ 
newed.  .A  pnncipal  investigator,  part  of 
whose  grant  is  so  used,  may  protest  at 
this  misuse  of  funds  intended  for  his  pur¬ 
poses.  .At  one  congressional  heanng  (i). 
two  such  principal  investigators  reported 
such  cases  and  how  they  had  suffered. 
Other  scientists  may  feel  that  their  proj¬ 
ects  have  lost  out  because  of  such  incor¬ 
rect  charges  to  their  grants. 

Clearly,  this  type  of  abuse  anses  from 
the  use  of  the  individual  project  system 
in  an  environment  where  scientists  work 
in  large  departments.  This  does  not  ex¬ 
cuse  such  abuse.  Since  the  project  grant 
system  gives  greater  freedom  and  impor¬ 
tance  to  the  individual  scientist,  it  sug¬ 
gests  that  such  scientists  should  be  more 
careful  in  checking  that  the  funds  grant¬ 
ed  are  used  as  intended.  It  also  indicates 
the  need  for  accounting  trails. 

Multiple  salary  charges.  Since  many 
scientists  have  laboratones  requiring 
multiple  agency  support,  portions  of  one 
investigator's  salary  may  well  be 
charged  to  several  different  grants.  In 
one  extreme  case.  90  percent  of  an  inves¬ 
tigator's  academic  year  salary  was 
charged,  in  amounts  varying  from  month 
to  month,  to  five  different  grants.  In  oth¬ 
er  cases,  the  whole  of  an  investigator's 
salary  maybe  charged  to  a  grant,  but  the 
investigator  still  teaches  some  courses 
for  the  university.  Such  peculianties  il¬ 
lustrate  the  real  need  for  accounting  rec¬ 
ords  of  salary  charges  on  grants.  .At  pres¬ 
ent,  many  universities  keep  a  monthly 
record  of  percentage  of  activity  of  inves¬ 
tigators  on  sponsored  projects.  In  addi¬ 
tion.  these  investigators  make  a  yearly 
estimate  of  the  percentage  distribution  of 
ail  their  activities.  Often  the  resulting 
comparison  of  annual  to  the  sum  of 
monthly  effort  seems  to  give  a  total  of 
more  than  100  percent. 

This  companson  has  been  cited  to  me 
as  a  major  reason  for  100  percent  report¬ 
ing  of  professonal  activity.  It  seems  to 
be  rather  an  indication  of  the  fictional 
character  of  percentage  records  of  ac¬ 
tivity. 

Consulting  arrangements.  Many  uni¬ 
versity  scientists  engage  in  industnal 
consultation,  often  to  the  mutual  benefit 
of  the  university  and  of  industrial  in- 
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novation.  If  the  consultation  takes  place 
with  some  other  institution  aJso  support¬ 
ed  by  government  grants,  an  individual 
scientist  might  be  drawing  salary  from 
several  government  sources,  which 
might  involve  more  than  100  percent  of 
his  salary.  At  a  number  of  institutions, 
the  teaching  and  consulting  interests  of 
faculty  are  balanced  by  a  rule  that  con¬ 
sulting  up  to  one  day  a  week  is  appropri¬ 
ate.  However,  this  fannliar  rule  is  not 
free  from  ambiguity.  It  is  usually  taken 
to  mean  that  one  day  in  seven  is  avail¬ 
able  for  consultation,  but  there  is  anoth¬ 
er  interpretation  of  ‘ '  one  day  in  five,  plus 
Saturdays  and  possibly  Sundays.  ”  In 
one  case,  government  auditors  com¬ 
plained  about  the  use  of  the  latter  inter¬ 
pretation.  and  the  institution  returned 
the  funds  at  issue.  Such  cases  are  some¬ 
times  publicized  as  examples  of  major 
transgressions  requiring  more  regula¬ 
tion;  they  seem  more  like  illustrations  of 
the  inherent  ambiguity  of  rules,  espe¬ 
cially  rules  prohibiting  moonlighting. 

The  problems  with  consultation  clear¬ 
ly  indicate  the  inherent  ambiguity  in  the 
requirements  in  circular  A-21  about  “the 
employee's  obligations  to  the  institu¬ 
tion."  Consulting  rules  do  not  readily 
cover  faculty  members  who  sell  real  es¬ 
tate  on  the  side  or  those  who  write  text¬ 
books;  it  would  be  hard  to  distinguish  the 
innovative  textbooks  from  those  wrinen 
just  for  the  royalties.  The  federal  govern¬ 
ment  currently  hopes  to  promote  more 
industrial  Innovation;  should  consulting 
rules  be  used  to  constrain  the  contribu¬ 
tions  of  scientific  entrepreneurs  to  in¬ 
novative  high  technology  firms?  What 
does  one  do  about  consulting  done  with¬ 
out  compensation— such  as  peer  review 
of  projects  done  for  the  federal  govern¬ 
ment?  The  ambiguities  about  consulta- 
'ion  are  manifold. 

To  summarize:  with  large  sums  of 
money  involved  in  government  grants, 
there  can  be  abuses,  mistakes,  and  lack 
of  documentation.  Scientists  cannot  sim¬ 
ply  take  refuge  in  the  assertion  that  a  uni¬ 
versity  is  an  honest  place,  or  that  all  the 
money  transferred  is  used  somehow  for 
science.  Accounting  is  necessary  for 
cost  transfers,  and  careful  records  are 
needed  for  salaries  charged  to  govern¬ 
ment-sponsored  projects. 

However,  none  of  these  various  trou¬ 
bles  indicate  any  need  for  100  percent  re¬ 
porting  of  work,  and  no  such  reporting 
by  itself  will  catch  any  real  fraud. 


The  Central  DUBculty 

The  new  0MB  circular  A-21  was  evi¬ 
dently  prepared  with  the  good  intention 
of  controlling  indirect  costs  and  avoiding 


fraud  and  abuse— thus  providing  ac¬ 
countability  for  the  proper  use  of  govern¬ 
ment  funds.  However,  the  part  requiring 
100  percent  reporting  is  mistaken  be¬ 
cause  it  has  several  grave  defects:  it  is 
meaningless,  invasive,  inappropnate, 
counterproductive,  and  ineffective. 

It  is  meaningless,  because  scientific 
activity  in  a  university  involves  complex 
and  unpredictable  interactions  between 
research,  teaching,  and  other  univenity 
activities.  Teaching  an  advanced  course 
may  suggest  ideas  for  a  sponsored  re¬ 
search  project.  That  sponsored  research 
project  may,  in  turn,  overlap  nonspon- 
sored  research  (departmental  research, 
in  the  language  of  the  circular).  Either  re¬ 
search  project  may  suggest  better  con¬ 
tent  for  future  teaching.  When  a  student, 
who  is  also  on  a  sponsored  project,  talks 
with  his  professor  in  the  laboratory,  that 
professor's  response  is  both  teaching 
and  work  on  a  sponsored  project.  There 
is  no  way  of  disentangling  these  and  oth¬ 
er  activities  so  as  to  give  a  meaningful 
percentage  (d)  for  each  category  of  work. 
Moreover,  there  is  no  way  of  verifying 
after  the  fact  that  such  percentages  are 
appropriate. 

The  total  of  100  percent  is  also  not 
meaningful.  Faculty  do  not  have  a  fixed 
set  of  obligations  to  the  institudon;  in¬ 
stead,  there  is  a  general  expectadon  of 
scholarly  effort,  not  covering  any  total 
number  of  hours  per  week. 

An  interpretadon  (5)  of  0  MB  circular 
A-21  by  the  Department  of  Health,  Edu¬ 
cation,  and  Welfare  (HEWr)  stated  that 
reporting  of  "activity  "  is  synonymous 
with  reporting  of  “time  and  effort.  "  It  is 
well  established  that  time  or  effort  re¬ 
porting  for  academic  staff  is  meaning¬ 
less.  The  requirement  of  meaningless  re¬ 
ports  results  in  numerical  fictions  likely 
to  lead  to  future  troubles. 

The  proposal  of  100  percent  reporting 
is  invasive,  in  the  sense  that  it  suggests 
and  stunulates  federal  control  over  those 
portions  of  university  activity  not  sup¬ 
ported  by  federal  funds.  Although  the  in¬ 
terest  of  the  auttors  of  A-21  is  the  provi¬ 
sion  of  accurate  accounting  trails  for 
government  funding,  their  expression  of 
this  intent  by  100  percent  reporting  re¬ 
quirements  has  already  led  to  statements 
suggesting  an  improper  invasion  of  uni¬ 
versity  prerogatives.  For  example,  the 
report  of  the  HEW  workshop  on  A-21,  in 
discussing  the  monitored  workload  sys¬ 
tem,  lists  six  “events"  which  must  bo 
documented;  the  first  of  these  is  a 
"change  in  the  number  or  level  of 
courses  taught"  (6,  p.  23).  The  attention 
here  to  level  of  courses  taught  suggests 
an  invasion  of  university  prerogative,  es¬ 
pecially  since  the  teaching  load  assess¬ 
ment  of  level  of  courses  differs  widely 


between  universities.  The  HEW  inter¬ 
pretations  of  .^-21  specifies  for  mon¬ 
itored  workload  that  the  “assignment 
document  shall  also  describe  the  assign¬ 
ments  in  sufficient  detail  (e.g.  specific 
course,  specific  administrative  assign¬ 
ment,  etc.)  to  support  the  initial  distribu¬ 
tion"  (5,  p.  33). 

Several  government  officials  have 
carefully  explained  to  me  that  these 
specifications  by  HEW  in  (2i)  and  (6) 
were  not  intended  to  control  teachmg  ac¬ 
tivities  in  universities,  but  were  designed 
only  to  get  careful  accounting.  Despite 
the  intention,  this  requirement  is  out  of 
order.  There  should  be  no  reporting  to 
the  government  on  which  courses  are 
taught  by  whom. 

The  proposal  of  1(X)  percent  reporting 
is  inappropriate  because  it  expresses  a 
procurement  approach  (procurement  of 
research,  like  that  of  industrial  products) 
rather  than  an  assistance  approach—io 
provide  government  assistance  to  re¬ 
search.  as  an  activity  of  general  benefit 
to  the  nation.  Recall  that  the  C'Xipera- 
tive  Agreements  Act  (the  Chiles  Bill), 
passed  2  years  ago,  suggested  tlmt  all 
federal  granting  mechanisms  be  better  la¬ 
beled  as  either  procurement  grants  or  as¬ 
sistance.  Recall  also  that  the  require¬ 
ment  of  cost  sharing  on  grants  is  in¬ 
tended  as  an  expression  of  the  idea  that 
those  grants  are  to  support  research  de¬ 
sired  by  the  faculty. 

Requiring  100  percent  activity  report¬ 
ing  would  be  counterproductive,  both 
because  it  would  divert  resources  to 
elaborate  accounting  (a  result  which  is 
not  likely  to  be  effective,  in  cost-benefit 
terms)  and  because  it  would  serve  to  dis¬ 
courage  those  independent  minds  who 
are  attracted  to  scientific  work  in  univer¬ 
sities  because  that  work  is  free  of  report¬ 
ing  restraints.  Up  to  the  present,  there 
has  been  no  explicit  requirement  of  100 
percent  personnel  repiorting  from  educa¬ 
tional  institutions.  There  are  several  ex¬ 
amples  of  Individuals  who  have  taken 
other  employment  or  early  retirement  in 
order  to  avoid  excessive  reporing  re¬ 
quirements.  Similar  effects  in  the  future 
could  discourage  ibe  entry  into  science 
of  independent-minded  able  people,  who 
would  thus  not  contribute  to  the  national 
needs  for  scientific  research. 

Finally,  100  percent  reporting  would 
be  ineff'ective.  Study  of  A-2i  reveals  that 
it  is  organized  primarily  to  provide  per¬ 
spective  and  an  explicit  written  record 
(an  accounting  trail)  of  ail  workload  as¬ 
signments.  TTie  fictitious  character  of  the 
resulting  percentages  may  be  a  possible 
cause  of  future  conflict.  Moreover,  giv¬ 
ing  these  explicit  percentages  does  not 
seem  to  really  address  the  (unstated)  in¬ 
tentions  of  the  circular.  Estimated  per- 
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centages  of  work  will  not  catch  abuses. 
They  are  most  likely  to  abuse  the  time  of 
those  innocent  of  real  abuse. 

It  is  also  not  clear  that  detailed  re¬ 
quirements  will  hold  down  the  growth  of 
indirect  cost.  They  may  equally  well  lead 
to  more  detailed  reports  justifying  the 
same  indirect  cost,  which  will  increase  in 
subsequent  years  by  the  additional  costs 
of  these  detailed  reports. 

To  summarize;  The  requirement  of  100 
percent  reporting  produces  percentages 
which  are  not  approximations  to  real 
cost,  but  are  fictions.  Moreover,  these 
fictions  intrude  on  the  university's  own 
responsibilities. 


The  .Agency  Role 

Time  and  effort  reporting,  in  this 
sense,  first  came  into  prominence  some 
years  ago.  In  March  1%3,  the  Bureau  of 
the  Budget  issued  a  circular  A-21  which 
set  forth  the  "Criteria  for  Allowability  of 
Costs  for  Research  at  Non-profit  Institu¬ 
tions."  This  circular  stated  that  salary 
cc«ts  are  allowable  only  if  supported  by 
current  reports  of  time  and  effort,  and 
specified  that  these  were  to  be  descrip- 
uons  of  the  individual's  time  and  effort  in 
three  categones  of  duties;  (0  instruction, 
(iil  administration,  and  (iii)  sponsored  re¬ 
search. 

These  regulations  called  forth  a  con¬ 
siderable  reaction  from  the  academic 
community.  For  example,  the  Council  of 
the  .American  Mathematical  Society,  on 
29  August  1967,  passed  the  following  res¬ 
olution; 

The  Council  of  the  .American  Mathemalical 
Society  urges  responsible  university  officers 
to  take  immediate  action  to  have  Time  and  Ef¬ 
fort  Reports  and  similar  documents  pertaining 
to  faculty  members'  time  eliminated,  because 
it  considers  that  such  documents  are  incom¬ 
patible  with  academic  life  and  work.  The 
Council  reiterates  the  traditional  view  that 
teaching  and  research  are  inseparable,  and 
that  accounting  procedures  in  universities 
must  take  account  of  them  unitary  character 

As  a  result  of  many  such  observations, 
the  government  established  an  interagen¬ 
cy  task  force,  chaired  by  Cecil  E. 
Goode,  which  reported,  inter  alia,  that 
"Time  and  effort  reports  now  required  of 
faculty  members  are  meaningless  and  a 
waste  of  time."’  As  a  result,  the  Bureau 
of  the  Budget  issued,  on  1  June  1968,  an 
amendment  of  this  circular  A-2 1 ; 

"The  principal  purpose  of  this  amendment  is  to 
eliminate  the  ame  or  effort  reporting  require¬ 
ments  set  forth  in  that  circular.  In  substitution 
therefor,  charges  to  federally  sponsored  re¬ 
search  projects  for  personal  services  will  be 
supported  by  Uie  institution's  normal  tune  and 
attendance  and  payroll  distribution  systems, 
and  by  stipulated  salary  support  amounts  as 
specifically  stated  in  research  agreements. 


In  the  event,  this  method  of  "stipulat¬ 
ed  salary  support"  has  been  little  used— 
perhaps  by  one-half  of  one  university. 
Other  universities  had  tried  to  use  it,  but 
the  accounting  agencies  raised  so  many 
difficulties  about  stipulations  made  long 
ahead  of  time  that  the  universities  gave 
up  trying,  and  instead  used  the  alterna¬ 
tive  method  called  "certification  of  pay¬ 
roll  distribution."  The  circumstances 
have  been  described  in  some  detail  (7). 
This  experience  indicates  that  difficulties 
can  be  caused  not  just  by  the  text  of  the 
regulations,  but  also  by  the  way  they  are 
administered. 

No  100  percent  report  had  been  man¬ 
datory  under  previous  versions  of  circu¬ 
lar  A-21,  although  some  universities,  un¬ 
der  pressure  from  accounting  agencies, 
have  already  used  100  percent  reporting 
for  professional  time— and  some  state 
universities  require  accounting  for  time 
spent  on  teaching. 

The  new  version  of  circular  A-21  was 
published  in  the  Federal  Register  m  pre¬ 
liminary  form  in  March  1978  (8)  and  in 
final  form  on  6  March  1979  (/).  As  origi¬ 
nally  proposed,  it  caused  considerable 
concern  amcng  universities,  so  there 
were  meetings  with  university  groups, 
individual  university  officials,  and  other 
interested  parties.  Unfortunately,  none 
of  these  meetings  involved  any  real  rep¬ 
resentation  from  the  working  scientists. 

The  negotiations  about  circular  A-21 
were  unsatisfactory  in  other  respects. 
The  monitored  workload  plan  had  origi¬ 
nally  been  proposed  to  0MB  by  the 
Committee  on  Government  Relations 
(COGR)  of  the  National  Association  of 
College  and  University  Business  Offi¬ 
cers  (N.ACUBO).  This  onginaJ  version 
did  provide  for  percentage  reporting  of 
activity,  but  apparently  did  not  involve 
100  percent  reporting  of  time  of  profes¬ 
sionals.  This  version  was  changed  by 
0MB  in  at  least  six  regards.  Two  impor¬ 
tant  changes  are  these:  the  onginal  mon¬ 
itored  workload  was  to  apply  to  both 
professional  and  nonprofessional  staff 
and  the  onginal  allowed  for  after-the-fact 
coraputaton  of  indirect  cost  items  like 
departmental  administration. 

The  new  circular  A-21  deals  with 
many  other  problems.  In  addition  to  ac¬ 
tivity  reporting  there  are  a  number  of 
new  features,  ffrofessionals  report  activi¬ 
ty  once  each  academic  period,  not  once 
each  month,  and  indirect  cost  is  comput¬ 
ed  not  as  a  percentage  of  salaries  and 
wages,  but  as  a  percentage  of  modified 
total  direct  costs. 

These  discussions  ( 1976  to  1979)  of  the 
proposed  new  circular  A-21  apparently 
never  raised  the  iundamental  quesQon 
about  the  use  of  the  new  requirement  of 
100  percent  reportmg  of  faculty  activity. 


This  is  a  strange  omission,  in  view  of  the 
previous  emphatic  expressions  of  diffi¬ 
culty  with  ihe  earlier,  but  comparable, 
idea  of  time  and  effort  reporting. 

To  my  regret,  the  university  officials 
involved  in  these  discussions  did  not 
catch  this  omission;  moreover,  as  noted 
above,  working  scientists  were  apparent¬ 
ly  not  involved.  The  presence  of  this  100 
percent  requirement  was  first  noticed 
late  in  1979  by  Professor  Serge  Lang  at 
Yale;  since  that  time  concern  has 
mounted.  In  this  way  an  unfortunate  re¬ 
quirement  has  been  placed  on  university 
faculty  without  adequate  consultation 
with  that  faculty.  The  rules  of  the  new 
circular  .A-21  arc  applicable  now  (more 
exactly,  are  applicable  for  each  universi¬ 
ty  at  Its  first  fiscal  year  beginning  after  I 
October  1979).  Despite  this  plan,  it  is  to 
be  hoped  that  the  previous  regulations 
can  be  used  for  the  time  being  to  allow 
for  adequate  consultauon  and  adjust¬ 
ment  before  the  new  regulations  are  ac¬ 
tually  Implemented. 


Indirect  Costs 

.Accounting  carefully  for  professional 
work  (or  activity)  charged  directly  to 
government  grants  and  contracts  is  ap¬ 
propriate  and  straightforward,  but  not  al¬ 
ways  simple.  Ail  the  complications  and 
injustices  of  total  reporting  denve  fixiin 
the  desire  to  account  for  professional 
work  charged  at  various  points  to  cost 
sharing  and  to  indirect  costs.  Hence,  to 
understand  the  situation  and  the  alterna¬ 
tives  which  might  be  possible,  one 
should  understand  how  indirect  costs  are 
handled. 

Congress  has  expressed  concern  about 
indirect  costs.  .A  1976  conference  report 
on  an  appropnaiion  bill  states  (9); 

The  conferees  reaffirm  the  language  of  the 
House  report  calling  on  the  Department  to 
bring  the  spualing  indirect  cost  rates  under 
control.  The  conferees  are  concerned  over  the 
substantial  sums  ostensibly  appropriated  for 
activities  authorized  by  law.  but  which  art  in 
actuality  being  diverted  to  pay  overhead  costs 
of  universities  and  other  recipients  of  federal 
grants.  It  is  thus  imperative  that  the  Depart¬ 
ment  work  closely  with  the  Office  of  .Manage- 
meni  and  Budget  and  other  Federal  agencies, 
to  undertake  revisions  in  the  indirect  cost 
mechanism  which  will  result  in  a  significant 
reducuon  in  funds  beuig  diverted  into  uidirect 
costs. 

This  report  apparently  did  not  call  for 
100  percent  reporting  for  personnel,  and 
other  congressmen  are  said  to  have  less 
drastic  opinioas  about  controlling  in¬ 
direct  costs.  However,  these  problems 
were  a  major  motivation  for  the  new  A- 
21. 

Circular  A-21  contains  an  essentially 
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complete  description  of  how  to  calculate 
indirect  costs  of  federal  grants  to  educa¬ 
tional  institutions.  The  description,  how¬ 
ever,  is  couched  in  heavy  bureaucratic 
language  and  distributed  over  many  dif¬ 
ferent  pages  of  the  document,  with  no 
clear  summary.  To  help  the  reader  to 
penetrate  this  morass  of  official  prose,  I 
offer  here  my  own  summary. 

Major  functions  of  an  institution .  The 
costs  of  runmng  educational  institutions 
are  ultimately  allocated  to  five  major 
functions,  as  follows; 

I)  Instructioo:  all  teaching  and  train¬ 
ing  activities. 

Z)  Departmental  research:  all  R  &  D 
activities  not  separately  budgeted  or  ac¬ 
counted  for  (this  is  subsequently  com¬ 
bined  with  item  1). 

3)  Organized  research:  all  R  &  D  ac¬ 
tivities  separately  budgeted  or  accounted 
for— both  those  sponsored  by  federal 
agencies  and  those  sponsored  by  non- 
federal  organizations. 

4)  Other  sponsored  activities;  all  work 
other  than  instructioo  or  research  fi¬ 
nanced  by  federal  agencies  or  by  other 
outside  orgamzations. 

5)  Other  institutional  activities;  resi¬ 
dence  hails,  dining  hall,  and  so  on. 

The  circular  then  goes  on  to  describe 
costs,  first  direct  costs  and  then  indirect 
costs.  An  indirect  cost  is  one  that  cannot 
be  specifically  related  to  a  particular 
sponsored  project,  instructional  activity, 
or  the  like.  There  are  defined  eight  cate- 
gones  of  indirect  costs:  depreciation  and 
use  allowances:  operation  and  mainte¬ 
nance  expenses;  general  administration 
and  general  expenses:  departmental  ad¬ 
ministration  expenses:  sponsored  proj¬ 
ects  administration;  library  expenses; 
student  administration  and  services;  and 
offset  for  indirect  expenses  otherwise 
provided  for  by  the  government.  Each 
initial  cost  to  an  institution  is  assigned  ei¬ 
ther  as  a  direct  cost  to  a  major  function 
or  as  an  indirect  cost  to  one  of  these 
eight  categories.  Within  each  indirect 
cost  category  there  may  be  cost  group¬ 
ings.  with  like  costs  grouped  together,  to 
provide  for  selective  distribution  of  costs 
to  the  different  major  functions. 

After  such  groupings  may  have  been 
made,  the  indirect  costs  are  allocated  or 
distributed  to  the  mqjor  functions.  There 
are  rules  for  this  distribution.  An  indirect 
cost  which  is  allocated  uniformly  to  all 
major  functions  is  distributed  between 
them  in  proportion  to  the  "modified  total 
direct  costs  ’  of  these  functions.  This 
modified  total,  as  defined  in  the  circular 
(1.  p.  17),  consists  of  all  direct  costs, 
omitting  that  part  of  subgrants  and  sub¬ 
contracts  over  525,000,  therefore  pre¬ 
sumably  omitting  that  part  of  equipment 


e.xpenses  individually  larger  than 
$25,000.  Some  other  indirect  costs  are 
distributed  selectively  according  to  ap¬ 
propriate  rules.  Thus  indirect  costs  for 
departmental  administration  are  distrib¬ 
uted  between  the  functions  "instruc¬ 
tion”  and  "sponsored  projects"  in  pro¬ 
portion  to  the  ratio  of  sponsored  project 
costs  to  total  departmental  cost.  Indirect 
costs  are  distributed  seriatim:  for  ex¬ 
ample.  the  general  administration  costs 
are  first  apportioned  to  the  individual  de¬ 
partments.  and  are  then  distributed  as 
above. 

After  the  indirect  costs  have  been  dis¬ 
tributed  to  each  function,  one  is  said  to 
have  a  "cost  pool"  of  indirect  costs  for 
that  function.  The  indirect  cost  rate  for 
that  function  is  then  determined  as  the 
following  percentage;  indirect  cost  pool 
over  the  modified  total  direct  cost  of  that 
function.  This,  subject  to  the  inevitable 
adjustments,  gives  the  final  indirect  cost 
rate,  say  the  rate  for  sponsored  projects 
of  a  specified  type.  This  is  the  indirect 
cost  rate  applied  to  each  sponsored  proj¬ 
ect,  or  to  each  sponsored  project  of  a 
specified  type. 

In  these  indirect  cost  computations, 
the  charges  for  professional  or  profes¬ 
sorial  time  appear  in  section  F.  "Identifi¬ 
cation  and  assignment  of  indirect  cost," 
under  the  following  headings: 

4. a.  Departmeatal  Administratioo  Ex¬ 
penses.  Salaries  of  professorial  or  profession¬ 
al  staff,  whose  appouumeot .  .  requires  ad¬ 
ministrative  work  that  benefits  sponsored 
projects. 

5.  a.  Sponsored  Project  .Administmioo.  The 
salaries  of  professorial  or  professional  staff 
whose  appointments  .  .  .  involve  the  per¬ 
formance  of  such  administrative  work. 

7. a.  Student  .Administration  and  Services. 
The  salaries  of  members  of  academic  staff 
whose  academic  appointments  involve 
the  performance  of  such  administrative  or 
service  work. 

This  concludes  our  summary  of  the 
computation  of  indirect  costs. 

On  this  analysis,  what  is  really  re¬ 
quired  for  proper  accountability  for  gov¬ 
ernment  funds  is  a  report  on  those  por¬ 
tions  of  the  salaries  of  professorial  or 
professional  staff  to  be  charged  either  di¬ 
rectly.  or  indirectly,  under  one  of  these 
three  rubrics.  This  could  be  accom¬ 
plished  in  many  other  ways. 

This  analysis  also  indicates  some  of 
the  inherent  uncertainties  and  ambi¬ 
guities  in  any  calculations  of  such  in¬ 
direct  costs.  As  circular  A-2I  states, 
tliese  are  costs  which  "cannot  be  identi¬ 
fied  readily  and  specifically  with  a  partic¬ 
ular  sponsored  project,  an  instructional 
activity,  or  any  other  institutional  activi¬ 
ty."  The  individual  scientist  may  not 
recognize  that  these  costs  are  there;  in 


some  cases  they  may  not  affect  his  proj¬ 
ect  much.  They  are  average  costs,  not 
marginal  costs.  .A  university  might  well 
undertake  one  additional  scientific  proj¬ 
ect  without  any  visible  addition  to  its  in¬ 
direct  costs  (that  is.  zero  marginal  cost), 
but  on  the  average  these  costs  are  surely 
present. 

They  are  also  ambiguous.  In  the  in¬ 
direct  cost  computation,  it  is  important 
to  have  the  correct  "base"— the  direct 
cost  of  each  sponsored  project.  Hence, 
officials  intend  that  these  costs  include 
all  professonal  time  devoted  to  the  proj¬ 
ect— not  just  the  percent  of  salary 
charged  directly  to  the  project,  but  the 
percent  of  salary  which  corresponds  to 
all  the  actual  work  on  the  project.  How¬ 
ever.  for  most  scientists,  sponsored  proj¬ 
ects  overlap  other  sponsored  projects 
and  other  unsponsored  work  (so-called 
departmental  research),  so  there  simply 
is  no  clear  percentage  of  work  devoted  to 
each  project— and  no  way  in  which  this 
regulation,  or  any  regulation,  can  identi¬ 
fy  the  work  or  effort  of  scientists  on  each 
and  every  project.  They  overlap:  they 
are  indefinite:  they  involve  new  ideas 
which  are  not  classified  by  projects. 

To  summarize,  the  100  percent  report¬ 
ing  requirements  have  been  included  to 
cover  indirect  costs  (and  also  items  of 
"cost  shanng"),  but  indirect  costs  are 
intrinsically  just  estimates.  A  recent 
General  Accounting  Office  report  (10) 
reads: 

Indirect  cost  rates  at  educationai  institutions 
are  based  on  arbitrary  methods  and  judge¬ 
mental  factors  which  make  the  evaluation  of 
such  rales  very  difficult.  As  a  result.  It  is  dUB- 
cult  for  the  Federal  Government  to  "assure 
itself  that  charges  for  such  costs  are  reason¬ 
able."  .  There  is  probably  no  feasible  way 
for  determining  indirect  costa  that  is  both 
simple  and  reasonably  accurate 

Nevertheless,  effective  figures  for  in¬ 
direct  costs  are  and  will  be  essential. 
This  depends  on  real  agreement  and 
careful  execution  by  administrators  on 
both  sides. 


Altemadves 

The  National  Commission  on  Re¬ 
search  was  set  up  several  years  ago  as  an 
independent  but  temporary  organization. 
The  first  of  its  five  reports  (11)  deals  with 
the  problem  of  accountability;  a  sum¬ 
mary  of  this  report  has  appeared  (12). 
Two  recommendations  of  this  report 
read; 

4.  The  Commission  recommends  a  sunpler 
and  less  costly  method  of  effort  reporting 
based  on  responsible  self-regulation:  the  ex¬ 
plicit  certification  by  individual  investigaiors 
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that  direct  saiary  charges  to  their  research 
agreements  are  reasonable  and  fair,  coupled 
with  the  federal  programs  officer  s  review  of 
the  reasonableness  of  these  expenditures  for 
the  work  undertaken. 

5.  The  Commission  recommends  that  gov¬ 
ernment  agencies  and  universities  coasmict 
an  option,  analogous  to  the  'standard  deduc¬ 
tion'  in  income  tax  calculation,  to  charge  ac- 
Uvity  which  is  treated  as  indirect  costs  under 
sponsored  agreements.  The  fixed  percentage 
would  be  negotiated.  It  might  either  be  uni- 
fono  or  vary  from  institution  to  instituttoo. 
Some  universities  would  not  receive  full  cred¬ 
it  for  their  allowable  indirect  costs.  However, 
accountability  would  be  fully  served  and  both 
government  and  universities  would  reduce  the 
burden  of  detailed  accounting  and  audit. 

These  recommendations  clearly  recog¬ 
nize  the  important  point  of  separating  the 
accounting  for  direct  costs— which  do 
require  the  attention  of  the  saentists  in¬ 
volved— from  the  accounting  for  indirect 
costs.  There  can  be  other  specific  pro¬ 
posals  for  such  separate  consideration. 
Here  is  one; 

Direct  fixed  cost  plus  sampling  on  in¬ 
direct  costs.  On  government  grants  and 
contracts,  arrange  that  the  salaries  of 
principal  investigators  charged  to  direct 
costs  be  treated  as  fixed-cost  grants. 
This  would  replace  audit  by  scientific 
oversight,  which  would  normally  be  ac¬ 
complished  when  proposals  are  submit¬ 
ted  for  renewal  of  the  grant  through  the 
judgment  by  program  officers  in  agencies 
as  to  the  effectiveness  of  the  direct-cost 
work  of  the  investigators. 

Under  indirect  costs,  arrange  a  negoti¬ 
ated  rate  for  each  university  for  each  of 
the  indirect  cost  categories  involving 
personnel  services,  such  as  the  category 

departmental  administration  '  il3). 

Data  presently  available  in  most  univer¬ 
sities  should  yield  estimates  of  these  in¬ 
direct  cost  rates.  They  could  then  be  re¬ 
negotiated  from  time  to  time;  this  rene¬ 
gotiation  could  be  based  on  suitable  sam¬ 
ples  of  such  costs. 

There  are  many  other  possible  ar¬ 
rangements.  For  example,  as  the  Associ¬ 
ation  of  American  Universities  has  pro¬ 
posed.  indirect  cost  .-ates  involving  per¬ 
sonnel  services  could  be  based  on  care¬ 
ful  samples  of  actual  time  spent  in 
different  categories  of  indirect  cost.  Such 
explicit  samples  should  yield  much  more 
exact  Information  than  overall  percent¬ 
age  reportmg.  Another  proposal,  from 
the  National  Commission  on  Research, 
suggests  expenmeniation  with  a  dif¬ 
ferent  funding  mechanism:  grants-m-aid. 
using  an  award  made  in  response  to  a 
normal  proposal  including  a  detailed 
budget,  with  federal  responsibility  limit¬ 


ed  to  scientific  reporting  and  the  fiscal 
management  delegated  to  the  msiitution 

Ud). 

Since  the  analysis  and  detailed  specifi¬ 
cation  of  these  and  ocher  alternatives  re¬ 
quire  careful  thought,  more  time  is 
needed  for  this  analysis.  All  the  parties 
involved  should  be  consulted;  Congress, 
government  officials,  university  officials, 
and  university  faculty. 

We  urge  that  initially  the  OMB  an¬ 
nounce  that,  for  a  period  of  2  years,  uni¬ 
versities  and  ocher  educational  institu¬ 
tions  are  authorized  to  employ  alterna¬ 
tive  plans,  both  plans  to  be  specified  by 
OMB  and  plans  proposed  by  universities 
and  other  institutions.  Experimentation 
with  these  alternatives  would  then  allow 
for  formulation  of  such  alternatives  in  a 
modified  circular  .A-2I.  Such  a  modified 
circular  could  provide  a  greater  variety 
of  methods  of  accounting  to  suit  the  vari¬ 
ety  of  universities. 


Conduding  Remarks 

Long  ago,  the  government  chose  to 
support  research  in  science  and  tech¬ 
nology  at  universities  in  order  to  further 
new  discoveries  which  would  help  both 
our  own  country  and  the  whole  of  man¬ 
kind.  This  support  goes  to  members  of 
the  academic  community.  This  commu¬ 
nity  can  and  must  apply  high  standards 
of  accountability  for  direct  expenses  of 
travel,  equipment,  and  the  like.  How¬ 
ever.  for  this  commumty.  time  spent  on 
research  in  its  manifold  forms  is  not  ac¬ 
curately  accountable,  so  that  any  system 
of  percentage  reports  is  sure  to  involve 
artificiality,  and  therefore  ultimately  to 
lead  to  additional  abuses.  Our  examina¬ 
tion  in  this  article  has  shown  that  100 
percent  reporting  of  activity  is  not  a  req¬ 
uisite  or  effective  means  to  control 
abuses,  or  to  meet  the  needs  of  the  grant¬ 
ing  agencies,  or  to  control  indirect  costs, 
or  to  meet  requests  of  Congress.  This 
total  reporting  is  simply  a  mistake.  It 
makes  for  constraints  counter  to  the  spir¬ 
it  and  intent  of  those  who  struggle  to  dis¬ 
cover  new  results.  These  constraints  will 
dimmish  and  divert  the  very  scientific 
progress  for  which  the  monies  are  ex¬ 
pended. 

Scientific  research  in  universities  is 
firmly  based  on  the  independent  imtia- 
tives  of  professors  and  scientists.  Unfet¬ 
tered  search  for  the  truth  has  benefited 
and  will  benefit  the  nation,  and  has  de¬ 
served  and  will  deserve  strong  govern¬ 
ment  support  from  public,  funds.  The 


central  tradition  to  be  supported  is  the 
independence  which  attracts  onginai 
minds  and  which  cannot  be  subdivided 
into  individual  projects.  Hence,  with  the 
1968  interagency  task  force,  we  can  say. 
"Time  or  effort  reports  now  requmed  of 
faculty  members  are  meaningless  and  a 
waste  of  tune." 
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DR.  FREDRICKSON:  Good  morning,  ladies  and 
gentlemen.  Welcome  to  another  meeting  of  the  Director's 
Advisory  Committee,  an  ordinary  meeting  in  the  sense  that 
the  apocalypse  is  commonplace.  The  issue,  technically,  today 
is  the  matter  of  determining  the  costs  of  research  and 
accounting  for  the  total  efforts  of  sc ientist-academicians. 
Perhaps  if  I  can  steal  a  line  from  Jim  Kelly,  it  may  be  the 
issue  of  accounting  versus  accountability  in  one  sense.  If 
it  is  unusual  to  bring  this  issue  to  a  sharp  focus,  uie  may 
well  note  that  the  Director's  Advisory  Committee  over  the 
past  four  years  has  dealt  with  the  unusual  and  extraordinary 
on  many  occasions.  This  is  the  setting  where  the  proposed 
NIH  Guidelines  for  Recombinant  DNA  Research  were  first  given 
a  public  airing. 

The  Committee  has  played  a  key  role  in  the 
development  of  principles  for  the  funding  of  health 
research,  and  its  last  meeting,  as  you  will  remember,  dealt 
with  the  difficult  problem  of  attempting  to  stabilize  the 
Federal  support  of  research  in  the  biomedical  sciences. 

This  meeting  will  deal  with  a  topic  that  is  much 
deeper  than  even  some  of  the  other  issues  I  have  just 
mentioned.  Ule  are  not  necessarily  talking  about  the  final 
confrontation  between  the  state  and  science  or  the  last 
chance  to  stop  the  fatal  split  between  the  Federal 
Government  and  the  American  universities,  but  we  are  talking 
about  some  interdependent  forms  of  human  endeavor  that  are 
in  trouble  with  each  other;  and  one  feature  of  this  meeting 
which  is  unusual  is  that  it  attempts  to  bring  together  in 
the  same  room  a  number  of  people  who  rarely  all  speak  in  the 
same  forum  on  the  same  day. 

At  this  meeting  I  certainly  don't  expect  us  to 
solve  the  problems  we  will  be  talking  about,  but  I  do  hope 
that  we  can  share  some  perceptions  of  the  problems  faced  and 
agree  on  a  few  small  steps  to  bring  us  closer  together  in 
understanding,  and  prepare  for  future  proceedings  here  and 
elsewhere  on  this  important  subject. 

Part  of  the  idea  grew  out  of  a  meeting  the 
American  Association  of  Medical  Colleges  held  not  too  long 
ago  which  some  of  us  attended.  I  think  that  very  brief 
meeting  helped  us  phrase  some  of  the  issues  that  are  before 
us  today  and  to  select  a  variety  of  people  from  many  corners 
to  help  address  and  bring  together  divergent  views. 

We  have  provided  you  with  a  number  of  materials  in 


the  briefing  book.  It  is  an  eclectic  array*  taking  different 
sides  of  the  problems  that  we  will  be  talking  about  today. 

We  will  hear  more  directly  about  the  National  Commission  on 
Research  report  which  was  released  in  March  of  this  year* 
the  one  entitled  "Accountability:  Restoring  the  Quality  of 
the  Partnership."  0MB  Circular  21  is  also  featured — too  much 
for  anyone  to  read  who  hasn't  read  it*  but  many  of  us  here 
already  have*  and  I  want  to  thank  Dick  Powers  of  the  NIH 
staff  for  his  brief  and  useful  precis. 

In  addition  to  that  are  contributions  from  others* 
some  of  whom  are  participants  here.  You  have  also  received 
some  handouts  this  morning.  Dr.  Kenneth  Brown  has  handed  us 
one  from  the  University  of  California.  His  presentation  will 
be  the  first  today*  along  with  Dr.  Krevans.  Linda  Wilson  has 
handed  out  some  materials*  and  perhaps  you  will  come  back  to 
these  later*  Linda*  and  describe  what  they  are.  We  do 
provide  here  an  exchange  for  all  kinds  of  views  and  papers. 
We  welcome  the  opportunity  to  distribute  them*  but  much  of 
our  exchange  today  will  be  verbal*  and  it  will  be  extended 
by  closed-circuit  television  because  this  meeting  is  much 
oversubscribed. 

That  being  the  case*  and  in  the  interest  of  the 
unities  of  the  telecast*  I  will  just  start  from  a  convenient 
corner  and  go  around  the  table*  rather  than  introduce  the 
members  of  the  DAC  and  then  the  part ic ipants. 

On  my  left  is  Dr.  William  Raub*  who  is  the 
Associate  Director  for  Extramural  Grants  and  Training.  Bill 
Anlyan*  the  Executive  Vice  President  from  Duke  University 
Medical  School.  Mr.  Henry  Kirschenmann  is  the  Director  of 
the  Office  of  Grant  and  Contract  Financial  Management.  This 
is  the  first  time  that  Mr.  Kirschenmann  and  I  have  ever  met. 
It  is  a  pleasure  to  have  him  here. 

Next  to  him  will  be*  later  this  afternoon*  Fred 
Bohen*  the  Assistant  Secretary  for  Management  and  Budget*  he 
couldn't  be  here  the  first  thing  this  morning.  Then*  Dr. 
Chien-Shiung  Wu*  a  member  of  the  Director's  Advisory 
Committee  and  Professor  of  Physics  at  Columbia.  Next  to  her 
is  lj.eon  Eisenberg*  Professor  of  Psychiatry  at  Harvard* 
another  member  of  the  Committee*  and  I  regret  to  say 
attending  his  last  meeting  before  his  time  is  up  on  the  DAC. 

David  Kipnis  is  Chairman  of  the  Department  of 
Medicine  at  Washington  University  in  St.  Louis*  and  next  to 
him  is  Bill  Danforth*  the  Chancellor  of  Washington 
University.  Stuart  Bondurant  is  another  member  of  the 
Director's  Advisory  Committee.  He  is  now  the  Dean  at  Chapel 
Hill  Medical  School.  John  Sherman  has  been  many  times  at 
this  table  in  a  number  of  roles*  but  now  he  is  Vice 
President  to  the  Americn  Association  of  Medical  Colleges. 
Next  to  John  is  Kenneth  Brown*  who  is  Professor  of 
Physiology  at  the  University  of  California  in  San  Francisco* 
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and  next  to  him  is  Dr.  Julius  Krevans/  who  is  the  Dean  of 
that  school. 

Barbara  Hansen  is  a  member  of  the  Committee.  She 
is  Associate  Dean  for  Graduate  Studies  and  Research  in  the 
School  of  Nursing  at  Ann  Arbor.  Warren  Bennis  is  a  research 
Professor  at  USC  who  hides  out  in  Sausalito  and  gets  such  an 
enviable  tan  before  these  meetings.  Then;  Francis  Abboud; 
Professor  and  Head  of  the  Department  of  Internal  Medicine  at 
the  University  of  Iowa;  and  next  to  him/  Jack  Eckstein/  Dean 
of  the  College  of  Medicine.  We  welcome  you  both  as 
part ic ipants. 

James  Kelly/  very  recently  Executive  Vice 
Chancellor  of  SUNY  and  before  that/  in  another  incarnation/ 
as  the  Comptroller  of  the  Department  of  HEW.  We  are  very 
glad  to  welcome  you  back/  Jim.  He  is  in  a  resting  phase. 

Lord  knows  what  will  be  the  next. 

Estelle  Ramey/  Professor  of  Physiology  at 
Georgetown  University/  is  a  new  member  of  the  Director's 
Advisory  Committee.  We  welcome  her  this  morning  to  her  first 
meeting.  Next  to  her  is  Howard  Temin/  Professor  of  Oncology 
at  the  McArdle  Institute  in  Wisconsin/  also  a  member  of  the 
Committee.  Linda  Wilson  is  the  Associate  Vice  Chancellor  for 
Research  from  the  University  of  Illinois  in  Urbana.  She  is 
here  as  a  participant.  And  next  to  her  is  Mr.  Henry  Meadow/ 
a  Dean  for  Special  Purposes/  Projects  and  Planning/  at 
Harvard. 


Finally/  but  not  last/  is  Ivan  Bennett/  Acting 
President  of  New  York  University/  a  long-time  and  valued 
member  of  the  Director's  Advisory  Committee.  And  next  to  me 
is  my  right  arm/  Joe  Perpich/  who  is  the  Executive  Secretary 
of  this  Committee. 

Well/  this  morning/  then/  we  are  going  to  take  up 
some  problems  that  finally  bring  us  into  the  big  time/  after 
the  practice  this  Committee  has  had  in  the  past.  These  are 
problems  that  have  been  around  as  long  as  there  has  been 
Federal  funding  for  biomedical  research/  indeed  for  R&D;  and 
the  problems  we  are  going  to  talk  about  are  not  exclusive 
with  health  science  and  its  support/  but  they  represent 
problems  of  all  kinds  of  government  support  of  research  and 
development.  I  think  the  NIH/  providing  some  36  percent  of 
all  R&D  monies  to  academic  institutions/  is  an  appropriate 
place  to  begin  a  discussion  of  these  problems/  particularly 
as  they  relate  to  our  own  programs. 

I  have  already  given  you  one  of  the  dread 
words — "accountability" — and  the  other  today  will  be 
"indirect  costs".  These  two  issues  are  going  to  be 
considered  and  analyzed  separately/  but  they  will  come 
together  a  number  of  times/  because  they  interact  with  a 
range  of  competing  interests. 


Now  I  accept  the  risk  of  oversimplification  in 
identifying  four  groups  that  are  facing  each  other  today. 
That  is  more  than  the  two  that  we  sometimes  hear  have 
partnership  problems — the  Federal  Government  and  the 
universities!  but  actually/  each  of  these  vast  and  important 
institutions  has  two  parts. 

On  the  one  hand/  in  the  Federal  Government/  we 
have  program  managers/  and  on  the  other  we  have  auditors  and 
accountants  and  those  who  seek  to  keep  track  of  the  costs 
and  uses  of  funds  which  the  program  managers  disburse.  In 
the  universities/  we  have  not  one  single  community  but 
sometimes  two  or  more.  Identifiable  are  the  research 
institution  administrators  and  the  research  scientists. 

Thus/  we  are  not  two  parallel  lines  facing  each 
other/  but  at  least  a  square.  We  can  distinguish/  then/ 
multiple  areas  of  tension  and  potential  conflict/  and 
sometimes  we  have  perceived — and  we  will  see  it  again  and 
again* — a  lack  of  sufficient  communication  among  all  the 
partic ipants. 

There  is  an  interface  where  the  demand  for  fiscal 
accountability  beats  against  a  kind  of  maximum  desire  for 
flexibility  and  a  minimal  bookkeeping.  Here/  I  think/  is  a 
sort  of  aggregate  Federal  view  that  is  arrayed  against  an 
equa lly  aggregated  university  view.  But  secondly/  within 
research  institutions/  there  are  tensions  that  arise  between 
administrators  and  research  scientists — the  administrators 
on  the  one  hand  insisting  that/  except  as  otherwise  agreed/ 
all  research-related  costs  must  somehow  be  met  by  the 
Government  patron/  and  the  scientists  on  the  other  hand/  who 
sometimes  insist  that  funds  provided  for  the  support  of 
research  must  not  be  diverted  to  purposes  that  are  not 
clearly  research.  Third/  there  are  tensions  that  build 
between  Federal  auditors  and  Federal  program  managers  when 
demands  for  accountability  seem  to  interfere  in  many  ways 
with  the  accomplishment  of  program  missions. 

I  think  also  we  have  failed  in  the  past  to  see  how 
the  agencies  that  deal  with  research  and  development  are  so 
structured  that  they  create  many  problems  that  might  be 
avoided  were  there  to  be  some  modification  of  their 
approach/  and  I  refer  here/  for  example/  to  the  categorical 
nature  of  many  of  the  missions  and  programs  of  the  NIH/ 
versus  the  question  of  support  for  institutions  or  a  broader 
instrument.  But  certainly  one  of  our  great  problems  has  been 
the  trouble  we  have  had  in  getting  together/  the  lack  of 
opportunity  to  appreciate  the  perspectives  that  each  of  us 
has  held/  and  this  is  what  today's  meeting  is  really  all 
about.  We  are  in  search/  at  least/  of  some  kind  of  elusive 
understanding.  I  think  consensus  and  resolution  of  the 
problems  will  have  to  await  another  day. 
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Now/  in  developing  our  agenda  we  have  tried  to 
engage  a  diversity  of  interests  and  perspectives  within  the 
Governmenti  the  universities*  the  research  community;  and  a 
special  feature  of  the  program  will  be  presentations  by 
investigators  and  administrative  people  from  three 
institutions*  at  the  least*  and  in  our  day-and-a-half 
meeting  today  and  tomorrow  morning*  we  are  going  to  examine 
the  real  costs  of  doing  health  research  from  the  standpoint 
of  the  scientist  and  the  administrator.  We  are  going  to  deal 
with  Federal  perspectives  on  cost  and  accountability  issues* 
particularly  in  relationship  to  0MB  Circular  A-21  and  we 
will  review  the  recommendations  of  the  National  Commission 
on  Research*  which  has  recently  completed  an  extensive 
examination  of  accountability  at  academic  institutions  and 
has  said  some  important  things  on  the  broader  issue  of  this 
Fed era  1 /un i ver si ty /sc ience  relationship. 

Some  of  the  very  specific  questions  which  will 
need  to  be  examined  today  are  the  question  about  Federal 
documentation  standards:  Are  they  reasonable  for  the  use  of 
research  funds  at  academic  institutions?  Are  they  just 
needlessly  cumbersome  and  indeed  incompatible  with  the 
university  environment?  Has  the  rapid  rise  in  the  indirect 
costs  of  doing  research  reduced  funds  that  are  directly 
available  for  research — a  key  problem  because  of  this  year's 
effort  to  provide  for  stabilizing  one  aspect  of  research 
funding  at  the  NIH — one  addressed  largely  to  assuring  the 
participation  of  a  number  of  scientists  under  research 
grants?  This  view  posits  a  pool  of  money  that  will  be 
available  for  scientists  and  institutions  in  proportions  to 
the  way  it  is  used  to  fund  direct  or  indirect  costs. 

Do  adequate  incentives  exist  to  keep  costs  at  a 
minimum?  What  are  the  bases  for  assertions  that  there  have 
been  funds  diverted  from  authorized  research  projects?  Are 
current  Federal  regulatory  practices  unreasonably  burdensome 
for  academic  institutions?  Are  they  retarding  the  progress 
of  research  in  this  country? 

Today  in  the  "Washington  Post"  is  an  op-ed  piece 
by  Dan  Greenberg*  that  of t-Cassandra-1 i k e  voice*  who  talks 
about  the  Russian  jump  in  teaching  calculus.  But  it  isn't 
the  teaching  of  mathematics  and  calculus  that  really 
determines  the  primacy  of  a  nation*  it  is  the  creative  use 
of  those  subjects  and  those  disciplines  in  scientific 
research.  And  there  are  many  who  believe  that  this  nation 
falls  backward  with  each  month*  each  year*  and  some  believe 
that  a  partial  cause  of  that  is  the  relationship  that  we 
have  established  among  ourselves — tho  Government  and  the 
universities. 

Does  current  research  support  really  fit  the 
ongoing  way  that  research  is  being  accomplished?  How  much 
can  we  go  toward  self-regulation  in  a  better  way?  Is  the 
time  opportune  to  fashion  a  new  kind  of  research  compact 


between  the  Federal  Government  and  academia?  I  think  we  are 
ready  to  begin  addressing  some  of  those  issues. 

Before  I  doi  I  should  tell  you  that  Jim  Kelly  has^ 
in  addition  to  his  place  on  the  announced  agenda*  agreed  to 
listen  carefully  and  provide  a  summary  of  his  impressions  at 
the  close  of  today's  meeting.  I  should  also  note  that  there 
are  many  other  people  who  are  in  attendance  today*  in 
addition  to  those  around  the  table.  There  are  members  of  the 
NIH  staff*  of  course*  and  many  who  are  listening  at  other 
posts*  watching  us  on  closed-circuit  television.  The  HEW 
Steering  Committee*  which  has  been  grappling  with  overall 
health  research  planning.  The  Federal  Council  for  Science* 
Engineering*  and  Technology  has  some  members  of  its 
committees  here.  There  are  a  number  of  organ  i  zations 
represented — Congressional  staff*  the  Office  of  the 
Inspector  General  of  HHS  is  here....  Others  expect  to  come 
in  and  out.  Finally*  we  are  glad  to  welcome  some  members  of 
the  press. 


DR.  EISENBERG;  All  that  is  said  will  be  in 
confidence. 

(Laughter. ) 

DR.  FREDRICKSON;  Well*  I  think  it's  time  to  get  on 
with  the  agenda*  unless  there  are  any  questions  about 
today's  proceedings. 

We  have  asked  three  groups  of  participants  to  do  a 
very  difficult  thing  today.  Obviously*  there  is  no  ideal  way 
to  accomplish  the  task  that  they  have  generously  agreed  to 
set  out  to  do*  but  we've  asked  a  scientist  and  an 
administrator  (often  a  scientist  who  has  ascended  to  other 
spheres) — we  have  asked  these  people  representing  the 
laboratory  and  the  place  in  which  the  laboratory  is  set  to 
give  us  three  examples  of  NIH-sup p or ted  research  at  their 
institutions.  We've  asked  them  to  address  direct  costs  and 
then  indirect  costs*  and  to  start*  at  least*  around  a  single 
instrument  or  some  simple  post  around  which  we  might  all 
revolve*  but  they  are  allowed*  within  the  meager  time 
they've  been  alloted*  to  give  also  some  broader  impressions 
that  they  have  about  the  process*  and  I  herewith  invite  them 
also  to  join  the  rest  of  the  general  discussion*  of  course* 
throughout  this  meeting. 

We  will  hear  from  the  University  of  California  in 
San  Francisco*  Dr.  Julie  Krevans* the  Dean*  and  Dr.  Kenneth 
Brown*  the  Professor  of  Physiology  there.  I  think  we're 
going  to  hear  from  Dr.  Brown  first.  Dr.  Brown  is  a  member  of 
the  National  Eye  Council*  a  council  which  took  up  with  much 
concern  the  question  of  indirect  costs  in  the  funding  of 
research  in  the  Eye  Institute*  and  he  has  done  a  great  deal 
of  thoughtful  analysis  and  has  some  strong  and  interesting 
opinions  that  I  am  very  glad  he  has  agreed  to  share  with  us. 


His  paper  is  to  be  found  in  the  briefing  book^  a  paper  he 
provided  before  this  meeting  uias  actually  set.  Dr.  Brown? 

DR.  BROUJN:  Well/  I'd  like  to  comment  first  that  I 
have  had  the  impression  for  a  long  time  that  two  of  the 
groups  that  are  most  intimately  affected  by  the  entire 
matter  of  indirect  costs  are  groups  that  until  recently  have 
had  very  little  to  say  and  certainly  no  control  over  this 
matter.  Those  groups  are*  first  of  all/  the  granting 
agencies/  such  as  NIH  through  its  various  institutes/  and/ 
secondly/  faculty  members  who  are  principal  investigators  or 
prospective  principal  investigators  on  grants.  So  perhaps  it 
is  significant  that  my  first  acquaintance  with  this  issue 
was  through  my  membership  on  the  National  Advisory  Eye 
Council/  because  the  Council  became  quite  concerned  with 
what  we  perceived  as  the  impact  that  the  increased  direct 
costs  in  recent  years  have  had  upon  the  funding  of  research 
through  the  Eye  Institute  and/  thus/  through  NIH. 

□ur  final  statement  on  that  matter  is  contained  in 
the  document  which  Dr.  Fredrickson  referred  to.  In  that 
document  we  made  a  very  strong  attempt  to  outline  the 
problems  as  we  saw  them  from  the  standpoint  of  the  Eye 
Institute/  and  the  reasons  why  we  see  those  problems  as 
important/  and  some  of  the  issues  that  we  feel  need  to  be 
addressed  in  solving  them. 

So  perhaps  it  is  also  significant  that  today  I  am 
before  you  on  the  other  side  of  that  issue  as  a  principal 
investigator/  and  as  I  understand  it,  our  task  is  to  use  my 
grant  as  a  very  small  sample  of  the  grants  at  UCSF/  and  more 
generally  at  the  University  of  California/  and  to  use  this 
to  indicate  how  the  University  uses  grant  money  in  both 
direct  and  indirect  costs. 

First/  I  should  perhaps  comment  on  the  ways  in 
which  my  grant  might  not  be  representative  and  the  ways  in 
which  it  is.  It  certainly  isn't  typical  in  the  sense  that  it 
is  one  of  the  largest  grants  supported  by  NEI/  and  it  is 
also  one  of  unusually  long  standing/  being  now  in  its  20th 
year;  but  these  are  perhaps  advantages  from  our  present 
standpoint/  because  this  has  given  me  an  unusual  opportunity 
to  become  acquainted  with  the  ways  in  which  direct  and 
indirect  costs — well/  especially  the  direct — are  handled  at 
the  University  of  California. 

There  is  another  aspect  to  this:  Since  the  grant 
has  been  in  effect  for  quite  a  long  time/  the  distribution 
of  funds  among  the  categories  at  this  point  is  affected  by 
that.  In  relatively  new  grants/  of  course/  there  is  usually 
a  lot  of  money  and  equipment  and  relatively  little  in 
salaries.  My  own  grant  is  very  largely  in  salaries  now  and 
very  little  in  equipment/  and  I  don't  know  whether  the  kind 
of  work  conducted  is  germane/  but  I  think  that  the  kind  of 
work  that  is  done  under  my  grant  is  quite  typical  of  what  is 


supported  by  the  Eye  Institute^  and  also  the  type  of  work 
done  on  campus.  It  is  microelectrode  work  in  studying  the 
processing  of  retinal  signals/  and  this  is  the  kind  of  work 
that  is  supported  a  great  deal  by  NEI/  and  I  think  it^s 
typical  of  the  kind  of  basic  research  in  support  of  medicine 
that  is  done  at  UCSF. 

Nowi  on  our  major  issue  today/  which  is  the 
policies  governing  the  spending  of  funds/  my  grant/  as  far 
as  I  know/  is  entirely  typical  in  that  respect/  because  I 
think  that  the  policies  that  are  followed  are  uniform  among 
grants  on  our  campus/  and  I  am  also  informed  that  they  are 
quite  uniform  between  campuses. 

May  we  have  the  first  slide? 

(Slide.  ) 

I  have  also  made  copies  and  given  you  handouts  so 
that  you  can  look  at  this  information  at  your  leisure. 

DR.  FREDRICKSON:  You  all  have  a  copy  of  this  at 
your  place. 

DR.  BROWN:  Yes.  This  slide  shows  on  the  left  side 
the  direct  costs  listed  in  the  way  they  are  normally  listed 
in  a  grant  application/  and  on  the  right  we  have  the 
indirect  costs. 

Now/  some  of  the  items  here  I  don't  think  are  of 
particular  interest  to  you/  so  I  would  like  to  go  down  and 
try  to  hit  just  those  things  that  would  seem  to  me  to  be  of 
special  interest  from  your  point  of  view.  I  suppose  the  very 
first  item  would  have  to  be  that  of  the  salary  of  the 
principal  investigator.  This  is  of  interest/  of  course/ 
because  when  you  have  tenured  faculty  who  are  on  grants  and 
a  part  of  their  salary  is  supported  from  the  grant/  then  the 
university  is  getting  a  considerable  financial  advantage 
there/  which  is  in  addition  to  the  direct  support  of 
research  under  the  grant/  because  that  is  a  salary  which  the 
university  would  have  to  pay  were  it  not  for  the  grant  being 
in  effect. 


Now/  as  I  understand  the  policy  of  NIH/  the 
principal  investigator  can  charge  his  time  to  the  grant  up 
to  the  full  percentage  of  time  that  he  actually  contributes 
to  the  grant/  and  it  is  also  the  policy  on  our  campus/  as  I 
understand  it  from  Mr.  Littlejohn/  Dr.  Krevans'  associate/ 
that  investigators  should  charge  up  to  that  percentage  to 
grants.  However/  this  is  a  request/  not  a  demand/  and  in  my 
own  case/  as  in  a  number  of  other  cases/  I  feel  quite 
uncomfortable  in  charging  the  full  percentage  of  time  that  I 
put  on  the  grant  for  this  purpose/  so/  in  fact/  I  charge 
much  less  than  that  to  the  grant/  and  in  fact/  the 
university  pays  for  almost  as  much  of  the  time  that  I  put  on 


my  grant  as  NIH  does. 

Inc i dental ly^  those  salaries  you  see  there/  I 
should  point  out/  include  both  the  salaries  and  the  fringe 
benefits.  The  salaries  at  the  University  of  California  are 
not  quite  that  high. 

Nou/  going  down  the  line/  uie  have  one  and  a  half 
assistant  research  physiologists.  These  are  professional 
physiologists/  specialists/  staff  research  associates/  which 
is  a  euphemism  for  a  lab  tech  at  the  University  of 
California.  Now/  going  quickly  from  that  point  down/  I  think 
we  should  next  hit  the  "other"  category/  because  here  we 
come  to  something  very  important: 

On  our  campus/  it  is  the  policy  that  all  services/ 
whether  departmental  in  nature  or  campus-wide/  if  used  in 
the  conduct  of  grants/  should  be  paid  for  from  the  grants  on 
the  basis  of  the  actual  usage  of  the  services.  Now/  under 
the  "other"  category/  what  we  see  here  are  three 
services — namely/  that  of  our  departmental  electronic  shop/ 
our  departmental  machine  shop/  and  secretarial 
services — which  are  paid  for  out  of  my  grant  in  the 
proportion  of  time  that  those  services  are  actually  used.  So 
these  are  the  kinds  of  things  that  under  some  circumstances 
one  might  envision  being  part  of  indirect  costs/  but  which 
are/  in  our  case/  treated  as  direct  costs. 

Going  to  the  more  general  situation  of  campus-wide 
facilities/  we  also  make  use  of  a  number  of  those/  and  they 
are  paid  for  similarly  on  a  recharge  basis.  The  only  one 
that  appears  here  as  a  line  item  is  under  supplies  where  you 
see  animals  and  animal  care.  Animal  care  is  paid  for  on  a 
per  diem  basis  for  the  animals  that  are  actually  cared  for. 
Other  campus  services  that  we  use  are  things  like 
photographic  and  medical  illustration  services  for  making 
illustrations  for  papers  and  talks.  We  have  a  scanning 
electron  microscopy  laboratory/  which  I  use  a  great  deal/ 
and  all  of  those  are  paid  for  on  a  recharge  basis. 

Again/  I  understand  from  Mr.  Littlejohn  in  Dr. 
Krevans '  office  that  the  recharges  are  set  so  that  we/  in 
fact/are  paying  about  75  percent  of  the  total  cost  of  those 
services/  the  other  25  percent  being  subsidized/  or  whatever 
is  the  correct  word/  by  the  university. 

There  is  only  one  other  item  I  think  might  be 
germane  here/  and  that  is  the  item  of  telephone  service.  One 
might  think  of  that  also  as  something  that  would  normally  be 
under  indirect  costs/  but  we  treat  that  as  a  direct  cost.  I 
have  two  telephones  which  are  used  primarily  for  grant 
purposes/  and  those  are  paid  for  out  of  direct  costs/ 
although  they  do  not  appear  as  a  line  item  here. 

So/  in  summary/  I  think  what  I  should  say  is  that 
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on  our  campus*  probably  the  most  significant  policy  that  I 
should  tell  you  about  in  connection  with  the  direct  costs  is 
that  all  items  that  are  properly  attributable  to  direct 
costs  are*  by  policy*  treated  as  such  and  are  charged  under 
the  direct  costs  of  the  grant.  I  think  that's  the  main  item 
of  policy  which  is  important  in  this  respect  and  which  would 
have  to  be  understood  in  evaluating  the  indirect  costs  at 
our  campus. 


DR.  FREDRICKSON;  Julie*  I  think  that  it  would  be 
appropriate  now  for  you  to  take  up  the  indirect  costs*  if 
you  will.  Dr.  Krevans. 

DR.  KREVANS;  I  have  never  witnessed  such  an  unfair 
procedure;  to  let  Ken  Brown  talk  about  microelectrodes  and 
retinal  signals*  and  I  have  to  talk  about  police*  garbage* 
and  sanitation  to  this  audience.  (Laughter.)  If  we  could 
have  that  slide  back  quickly*  I  will  run  through  what  Ken 
and  1  both  learned. 

(Slide.  ) 

First*  let  me  remind  you*  the  University  of 
California  is  a  multicampus  system  with  nine  campuses*  and 
the  university  and  the  Government  have  agreed  that  the 
indirect  costs  for  the  University  will  be  negotiated  as  a 
total-campus  system*  so  that  the  figures  agreed  upon  by  the 
Government  and  the  university  are  averaged.  There  is  a 
general  policy  of  the  university  for  making  maximum  campus 
autonomy*  and  it  is  therefore  no  surprise  that  the  campuses 
vary  enormously  in  what  they  provide  out  of  central  costs. 

At  Santa  Barbara*  I  think  they  provide  a  sedan  chair  for 
each  of  the  individuals  who  do  research.  We  are  somewhat 
more  austere  in  San  Francisco.  If  the  campuses  each  had  an 
indirect  cost  negotiation  with  the  Federal  Government*  my 
guess  is  it  would  vary  almost  threefold  from  the  lowest  to 
the  highest  campus. 

The  figure  that  has  been  agreed  upon  between  the 
Government  and  the  university  runs  as  follows — and  these  are 
the  major  categories*  and  we  have  applied  them  to  Ken's 
grant;  Maintenance  and  Operation  of  Plant  at  4.68  percent* 
and  that's  just  what  it  says  it  is.  Some  of  these  words  are 
peculiar.  Building-Use  Allowance  is*  I  guess*  a  translation 
of  what  in  other  categories  has  been  called 
depreciation — and  this*  again*  is  an  agreed-upon 
relationship  for  buildings  that  were  not  built  with  Federal 
funds*  I  am  assured*  and  which  are  allowed  to  be  costed  out 
for  their  potential  replacement  need. 

The  Equipment-Use  Allowance  is  limited  to 
equipment  purchased  by  the  university  for  the  support  of 
research  which  is  greater  than  $500  per  item*  and  again*  a 
percentage  figure  is  reached  for  the  campus-wide  system. 
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General  Administration  refers  to  the 
administration  services  attributable  to  the  support  of  the 
sponsored  research  effort*  uihich  takes  place  in  the 
system-uiide  administration  and  the  campus-u/i de 
administration.  I  was  thrilled  to  discover  that  the  Deanes 
office  is  included  with  the  Departmental  and  Principal 
Investigator  Administration.  It  is  the  first  time  I  have 
found  myself  in  the  right  box  on  a  campus-wide  decision.  But 
into  that  goes  a  figure  calculated  on  the  basis*  again*  of  a 
negotiated  arrangment  with  the  Federal  auditors  for  the  cost 
allocation  of  the  President  of  the  University  of 
California's  office  and  the  Chancellor's  office- 

Uhen  we  got  to  this  figure*  both  Ken  and  1  were 
curious  as  to  how  that  was  done.  It  turns  out  that  the 
general  principle  which  has  been  agreed  upon  by  the 
Government  and  the  university  is  that  dollars  are  used  as  a 
surrogate  for  effort*  so  that  if  a  program  costs  so  much  and 
the  dollars  that  are  being  spent  on  that  program  are  40 
percent  of  the  total  being  done  in  that  office — let  us  say* 
being  spent  on  sponsored  research — and  60  percent  of  that 
particular  office's  obligations  for  effort  are  in  relation 
to  the  educational  program*  that  40  percent  becomes  the 
surrogate  for  a  time-study  calculation  for  effort*  and  that 
general  principle  holds  for  a  whole  variety  of  these 
categories. 

The  libraries*  again*  are  done  by  surveys*  and 
then  an  agreed-upon  number  is  arrived  at.  Departmental 
Administration  includes  the  efforts  in  the  Dean's  office* 
the  department  offices*  secretaries*  other  nonacademic 
personnel*  and  the  administrative  time  of  faculty  who*  again 
by  survey*  have  indicated  how  much  time  they  spend  in 
research  administration.  All  of  that  is  lumped  together 
under  Departmental  Administration.  The  student  services  are 
basically  the  fringe  benefits  and  the  usual  student  support 
systems  that  are  given  for  students  who  are  in  the  dual  role 
of  being  supported  for  their  participation  in  research.  And 
this*  basically*  is  how  the  indirect  costs  are  calculated. 

Now*  these  figures  are  all  based  on  costs  incurred 
in  1975-76.  The  university  was  in  the  midst  of  negotiating  a 
new  set  of  figures  last  year*  which  would  have  called  for  a 
dramatic  increase  in  the  indirect  cost  rates.  The  faculty 
were  very  concerned*  and  so  they  have  put  off  this  painful 
process  until  they  are  a  little  older. 

I  would  like  to  just  make  one  or  two  general 
points  about  the  complexity  of  this  issue*  with  a  kind  of  a 
plea  that  we  don't  try  to  find  a  simple  answer.  As  I  was 
listening  to  our  system-wide  administrators  explain  this* 
they  use  as  their  introductory  model  a  very  simple 
explanation:  that  administration  of  the  educational  program 
of  a  university  is  basically  supported  by*  if  you  will*  the 
student  money*  in  which  case  it  is  very  minor  student 
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fees — in  the  University  of  California/  the  state 
appropriations/  endowment/  et  cetera;  and  the  administration 
of  the  sponsored  research  support  and  all  that  goes  into  it 
is  supported  by  the  indirect  cost/  which  is  charged  to  the 
sponsors  of  research. 

Now/  the  simple  way  to  handle  this  would  be  not  to 
mix  them — to  have  separate  buildings/  separate  faculty/  have 
one  group  of  people  who  do  nothing  but  teach  and  another 
group  who  do  nothing  but  research — and  then  we  wouldn't  have 
these  complicated  conferences  or  try  to  figure  out 
percentages — and  I  also  think  we  would  have  rotten 
educational  programs  and  rotten  research. 

I  think  the  power  of  the  university's  contribution 
to  research  comes  in  this  complex  role  of  the  faculty/  where 
they  are  partly  teachers/  partly  researchers/  partly 
administrators/  and  even  occasionally  partly  governors  of 
their  institutions;  and  despite  its  complexity  and  the 
troubles/  I  would  hope  that  when  we  come  all  out  of  this/ 
you  maintain  that  as  a  central  desirable  feature:  the  mixed 
role  of  faculty  in  this  process. 

The  points  that  Dr.  Brown  and  his  colleagues 
brought  up  in  the  paper  which  they  have  distributed/  I  think 
are  very  important  to  read.  I  think  there  is  a  very  serious 
disenchantment  of  the  faculty/  particularly  with  what  they 
perceive  to  be  this  cloudy  curtain  between  them  and 
something  that  happens  to  money  which  is  generated  by  their 
effort.  It  has  been  unsuccessfully  explained. 

As  I  see  it/  this  is  money  that  is  being  paid  back 
to  the  university  for  expenses  the  university  has  incurred. 
Somehow  that  simple  truth  doesn't  seem  to  get  across.  The 
faculty  are/  indeed/  patrons  of  research.  Dr.  Brown/  I 
think/  just  explained  to  you  how  he  generously  contributes 
the  university's  money  to  the  support  of  your  research. 
That's  fine/  but  that's  what  it  is.  When  a  faculty  member 
does  not  put  in  the  full  percentage  of  his  time  on  a 
sponsored  effort/  he  in  essence  makes  a  donation  of  the 
university's  salary  to  the  sponsored  research  effort/ 
because  the  university  pays  the  salary/  presumably/  for 
things  that  need  to  be  done. 

Now/  I  don't  think  anyone  on  the  university  side 
objects  to  that  because  the  university  has  as  much  of  a 
stake  in  the  successful  research  effort  as  any  institution 
has.  I  think  one  of  the  points  raised  in  the  position  paper 
had  to  do  with  incentives  for  keeping  costs  low/  and  here  I 
would  agree  there  is  such  a  distance  between  the  individuals 
who  make  the  decisions  about  indirect  costs  and  those  who/ 
in  essence/  are  generating  both  the  resources  and  the 
problem — namely/  the  schools  or  the  faculty — that  the 
incentive  is  hard  to  maintain. 


T12 


Then»  I  think  one  can't  deny  that  the  rules  by 
which  we  are  asked  to  operate  contribute  to  this  problem — 
that  A“21/  the  requirements  for  institutional  review  boards* 
the  requirements  for  affirmative  action*  the  satisfaction  of 
the  whole  array  of  Federal  programs*  all  designed  for  good 
purposes*  add  to  those  numbers  of  people  who  then  come  back 
again  as  a  percentage  of  effort  which  palisades  into 
increases  in  cost.  And  that  is  a  problem  that  is  not  the 
university's  alone*  it  is  not  the  NIH's  problem  alone*  but 
it  is  a  problem*  and  it  is  going  to- — every  time  a  set  of 
regulations  comes  forward  which  requires  an  institution  like 
ours  to  provide  data  about  this  or  that  in  relationship  to 
our  total  effort*  and  a  substantial  percentage  of  our  total 
effort  is  going  to  be  in  the  research  sphere — it's  going  to 
add  to  the  administrative  costs.  And  this  is  something  that 
we  just  can't  escape  or  deny. 

DR.  FREDRICKSON:  Julie*  will  you  stay  at  the 
podium  just  for  a  moment.  There  will  certainly  be  questions* 
discussion.  I'd  like  to  begin  by  asking  a  question;  Do  you 
know  how  much  current  t ime-and-ef f ort  accounting  adds  to 
your  administrative  costs?  Do  you  have  the  contribution  that 
has  been  calculated? 

DR.  KREVANS:  No*  and  I  have  resisted  doing  it 
unless  I  have  to*  because  it  will  cost  to  do  it.  I  am  not 
trying  to  stand  up  here  like  the  patron  saint  of  efficiency. 
I  am  terribly  distressed  that  we  spend  almost  a  million 
dollars  a  year  in  our  Dean's  office.  But  I  am  cheered  a 
little  bit  that  the  percentage  of  our  total  budget  that  goes 
to  administration  in  the  Dean's  office  has  gone  down. 

The  reason  this  is  true  is  that  I  have  resisted 
asking  that  kind  of  question*  Don.  There  isn't  any  way  to 
get  information  of  that  kind  without  doing  very  expensive 
studies*  and  if  someone  wants  to  pay  us  to  do  it*  I'd  be 
glad  to*  but  I  can't  answer  the  question. 

DR.  FREDRICKSON;  Jim  Kelly. 

MR.  KELLY:  Could  you  just  follow  up  on  that?  Are 
you  having  faculty  perform  individual  t ime-and-ef for t 
reporting*  and  could  you  give  us  some  sense  of  faculty 
reactions? 


DR.  KREVANS:  Well*  in  mixed  company  it's  hard  to 
answer  the  second  question*  but  I'll  try.  We  have 
proposed — we*  now  being  the  University  of  California — to  the 
Federal  agencies  a  procedure  which  we  think  will  be  accepted 
by  the  faculty*  and  has  been  discussed*  to  deal  with  A-2i* 
and  it  does  call  for  faculty  t ime-and-ef for t  reporting. 

There  are  some  exclusions  related  to  minimum  amount  of 
involvement  in  sponsored  Federal  activity.  We  have  cut  down 
the  number  of  times  it  must  be  done*  and  I  can't  remember* 
but  I  think  it's  down  to  three  times  a  year  or  twice  a  year 


instead  of  every  month.  Ue  have  excluded  faculty  who  don^t 
have  more  than  a  certain  participation^  unless  they  are 
principal  investigators;  and  the  faculty  groups  through  the 
academic  center  that  have  looked  at  the  proposal  have  said 
they  are  willing  to  do  it.  The  enthusiasm  is  not  enormous. 

DR.  FREDRICKSON:  You  indicated  earlier  that  the 
faculty  participates/  though/  in  setting  indirect  costs/  at 
least  to  the  point  of  providing  a  certain  amount  of 
resistance  that  retards  efforts  to  change  the  rate.  Is  that 
true?  How  does  the  faculty  participate  in  setting  indirect 
costs  at  the  University  of  California? 

DR.  KREUANS:  Well/  it  participates  through  the 
faculty  senate.  I  guess  it's  fairly  uncommon  structurally. 
The  regents  of  the  University  of  California/  as  you  know/ 
are  established  by  the  constitution  of  the  State/  and  in 
turn  the  regents  have  directly  delegated  to  the  faculty  the 
governance  authority  on  all  academic  matters/  and  the 
faculty  senate  mechanism/  per  se,  is  part  of  the  senior 
structure  of  the  university/  and  so  all  important  matters 
that  relate  to  academic  activity  are  reviewed  by  faculty 
senate  agencies;  and  when  the  indirect  cost  proposal  went  in 
with  the  numbers  showing  a  fairly  substantial  rise/  the 
faculty  senate — the  system-wide  faculty  senate — raised 
strenuous  objections/  and  on  the  basis  of  those  objections/ 
the  President's  office  withdrew  the  proposal. 

DR.  FREDRICKSON:  Excuse  me.  Howard  Temin/  did  you 
have  a  question? 

DR.  TEMIN:  Just  to  follow  up  on  that/  I  have  two 
questions:  One  is — that  would  mean  that  from  the 
university's  point  of  view/  all  money  required  for  indirect 
cost  was  not  being  recovered;  it  must  have  come  from 
somewhere  else.  So  one  question  would  be:  Where  is  that 
other  source  of  money?  And  after  that/  I  would  like  you  to 
talk  about  this  difference  of  threefold  that  you  projected 
between  different  institutions  in  the  system/  and  if 
something  could  be  built  in  the  system  to  reward  those 
institutions  that  were  efficient/  rather  than/  as  now/  in  a 
sense/  punishing  them. 

DR.  KREVANS:  Let  me  take  that  last  one  first/ 
because  it's  a  very  critical  one/  and  we  can  come  back  to 
the  others.  I  am  not  sure  we're  more  efficient  in  San 
Francisco  because  we  have  a  lower  indirect  cost/  as  a  matter 
of  fact.  We  may  be  more  efficient/  I  hope  we  are.  The  reason 
we  have  a  lower  indirect  cost/  if  you  calculate  it  per 
campus/  is  we  do  so  much  less  for  our  faculty.  The  stuff 
that  Ken  is  paying  for  on  his  direct  costs  at  Santa  Barbara 
is  provided  out  of  the  school/  out  of  the  campus.  In  other 
words/  if  you  go  to  Santa  Barbara  and  do  research/  they  have 
a  fully  paid-for  electronics  shop.  He  buys  his  electronics. 
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DR.  TEMIN;  But  then*  he  is  subsidizing  Santa 
Barbara.  His  grant  is  subsidizing  Santa  Barbara. 

DR.  KREVANS:  Well,  I  think  that  is  a  uay  of 
looking  at  it.  On  the  other  hand,  just  as  Ken  feels  good,  a 
patron  of  research,  by  donating  his  salary,  I  feel  good  as 
the  dean  of  the  medical  school  supporting  liberal  education 
in  Santa  Barbara.  Yes.  I  think  the  answer  is™ 


incentive- 

DR. 

TEMIN: 

But  the 

system,  then. 

has  no 

system — 

DR. 

KREYANS 

In  the 

University  of 

California 

DR. 

TEMIN: 

There  is 

no  incentive 

to  save  money. 

There  are  no  incentives  for  anyone  to  economize  because  you 
are  going  to  take  the  high  rate,  and  you  are  going  to  be 
subsidized  by  those  who  are,  in  a  sense,  more  efficient  or 
using  better  economy. 

DR.  KREVANS:  Well,  if  you  look,  that's  not  true. 
The  program  people  have  no  control  over  what  gets  put  into 
indirect  costs.  What  gets  put  into  indirect  costs  is  a 
negotiated  arrangement  between  the  President's  office  and 
the  Federal  Government,  and  the  incentive  to  save  money  is 
to  not  get  into  trouble  with  the  auditing  process,  and  I 
think  what  is  done  item-by-item  is  the  way  timid  people  fill 
out  an  income  tax  form:  They  claim  less  so  they  won't  be 
audited.  So  I  think  the  incentive  is  built  into  the  system. 
There's  no  incentive — 

DR.  TEMIN:  There's  no  incentive  to  cut  your  costs 
so  that  you  are  claiming  less. 

DR.  KREVANS:  Yes.  That's  what  basic  incentive  is, 
and  I  think  that's  what  is  done. 

DR.  FREDRICKSON:  Dr.  Brown? 

DR.  BROWN:  I  would  like  to  go  back  to  your 
question.  Dr.  Fredrickson,  ab out ' f ac u 1 1 y  participation, 
because,  from  my  point  of  view,  I  find  it  interesting  that 
there  has  been  no  mechanism  which  has  actually  solicited  any 
faculty  participation  on  the  matter  of  indirect  cost  at  all. 
The  only  time  it  has  actually  come  about  is  when  the 
situation  has  become  so  severe  that  the  university-wide 
committee  on  research  took  up  this  issue,  and  it  did  so  in 
response  to  faculty  requests. 

This  also  bears  on  something  that  Julie  said  about 
faculty  disenchantment.  I  don't  like  to  think  that  the 
faculty  is  disenchanted.  It  is  certainly  dissatisfied,  but 
not  for  the  reason  that  Julie  said,  and  I  really  want  to 
clarify  this.  I  don't  think  the  faculty  is  dissatisifed 
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because  of  perceiving  that  there  is  anything  really  cloudy 
about  these  processes  or  concern  that  the  money  isn't  being 
properly  spent.  The  fact  that  faculty  concern  is  now 
becoming  a  major  point  is  the  simple  consequence  of  the 
mechanism  in  which  the  process  works;  and  as  you  all  know; 
the  mechanism  is  one  in  which  the  indirect  costs  get  taken 
off  the  top;  and  what's  left  in  the  NIH  budget  for  direct 
costs  is  what's  left. 

Now;  since  the  indirect  costs  have  been  rising 
rapidly  in  recent  years;  this  means  that  the  money  available 
for  direct  costs  has  been  suffering  from  the  dual  aspects  of 
inflation  and  the  increase  of  the  indirect  cost  allowance; 
and  this;  of  course;  has  decreased  the  amount  of  money 
available  for  direct  research.  It  has  made  the  support  of 
research  more  difficult;  both  for  NIH  and  for  the  individual 
investigators;  and  it's  because  of  this  consequence  of  the 
way  the  system  works  that  things  have  now  gotten  to  the 
point  that  the  faculty  is  becoming  quite  concerned;  but  it's 
concerned  for  a  very  practical  reason. 

DR.  FREDRICKSON:  Dr.  Brown;  to  follow  along  that 
statement;  do  you  know  how  the  ratio  of  d irec t-to-ind irect 
cost  has  changed  on  your  grant  over  its  20  years  of  life? 
Have  you  any  idea?  You  indicated  a  continuing  rapid  rise  in 
the  cost. 


DR.  BROUN:  Uell;  as  you  know;  the  document  we  put 
together  at  the  Eye  Institute  showed  that.  There  was; 
overall;  for  the  Eye  Institute  and  for  NIH;  between  the 
period  1970  to  '79;  an  increase  country-wide  and 
Institute-wide  from  about  29  percent  to  41  percent.  At  our 
particular  institution — I  can't  give  you  the  figures — but  at 
our  institution;  it  hasn't  risen  very  rapidly.  As  you  will 
also  recall;  we  showed  in  that  document  that  certain 
universities  have  had  very  little  rise  over  that  period; 
whereas  others  have  had  very  spectacular  rises.  We  are  one 
of  those  that  has  had  a  relatively  small  rise. 

DR.  FREDRICKSON:  Dr.  Eisenberg  and  then  Bill 

Danf orth . 

DR.  EISENBERG:  The  kind  of  feeling  that  the 
faculty  at  UCSF  has  expressed  is  not  new.  It's  worse  because 
the  money  is  shorter.  In  all  of  the  years  that  I  have  been 
on  faculties;  the  complaints  about  the  overhead;  the 
indirect  costs;  when  they  were  lower  were  just  as  nasty  as 
they  are  when  they're  higher.  Part  of  it;  I  think;  is  the 
terrible  indictment  of  faculty — parochial;  narrow; 
self-concerned.  If  the  money  goes  to  them;  the  hell  with  the 
rest  of  the  university;  and  I  really  find  that  distressing 
and  distasteful. 

A  good  part  of  it  comes  from  the  fact  that; 
although  Julie  says  it's  explained;  it's  explained  in  the 
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same  tuay  that  a  corporation  explains  to  its  stockholders  houi 
its  monies  were  expended.  There  are  accounting  fictions. 

Now#  fictions  aren't  the  same  as  lies.  Fictions  are  a  way  of 
trying  to  represent  some  picture  of  reality  based  on  a 
theory  of  reality^  but  it  can't  really  be  documented.  It  is 
the  same  kind  of  fiction  the  telephone  company  uses  when  it 
applies  to  the  public  utilities  commission  for  an  increase 
in  rates.  It  values  its  property  as  much  higher  than  the 
public  interest  groups  would  value  the  same  property^ 
because  that  value  of  the  property  is  the  basis  for 
calculating  a  reasonable  profit. 

Now>  what  I  can  tell  you  is  that  countless 
explanations  will  not  suffice.  Faculty  really  doesn't 
believe  it*  and  I  have  tried  several  times  to  try  to  find 
out  where  they  think  the  money  is  going — I  think  the 
question  that  Dr.  Temin  asked  is  somehow  the  key 
question — that  is*  what  concerns  the  Government  is  to  be 
supporting  this  research  in  an  effective  way*  not  having  its 
purposes  diverted*  and  what  I  think  very  few  people  conceive 
of  apart  from  the  argument  about  the  rates:  How  does  one 
build  in*  both  to  faculty  and  to  administration*  incentives 
for  efficient  use? 

I  don't  know  a  faculty  member  who*  if  permitted 
to*  wouldn't  have  two  secretaries  or  five  technicians  where 
they  now  have  one  or  three  or  whatever.  How  do  you  control 
that?  Well*  presumably*  the  peer  review  group  that  looks  at 
a  piece  of  research  has  a  sense  of  what  it  would  take  to  get 
it  done  and  therefore  decides  what  a  legitimate  expenditure 
would  be.  But  how  do  you  monitor  administration?  How  do  you 
settle  the  question  that  people  have  on  both  sides  of  not 
trusting  each  other*  of  making  sure  this  isn't  a  grossly 
inflated  system?  You  know*  I  think  somehow  or  other 
addressing  that  becomes  very  difficult.  I  don't  know  how  we 
get  some  direct  contact  with  those  issues. 

DR.  FREDRICKSON:  I  wish  you  would  think  about  it 
so  that  at  the  end  of  the  day  you  can  give  us  your  swan  song 
on  that.  Julie?  And  then  Bill  Danforth. 

DR.  KREVANS:  When  you  raise  questions*  you  can't 
leave  out  some*  because  if  you  do*  we're  going  to  get  into 
trouble.  One  of  the  temptations —  and  it's  sort  of 
indirectly  stated*  for  example*  in  the  report  that  came  from 
the  UC  Academic  Senate  on  Indirect  Costs  and  also  from  this 
position  paper — that  perhaps  what  we  ought  to  do  is  put  back 
less  than  it  really  costs  and*  in  a  sense*  test  the 
university.  Are  they  really  interested  in  supporting 
research? 


Now*  if  you  go  that  direction*  you  have  to  ask 
yourself  the  question*  Is  the  Federal-sponsored  research 
project  best  served  by  allowing  it  to  be  uniquely  diverted 
to  those  universities  that  have  extra  cash  to  throw  around? 
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Because  that's  what's  going  to  happen. 

DR.  FREDRICKSON:  Bill  Danforth? 

DR.  DANFORTH:  I  was  going  to  speak  to  the  question 
of  incentivesi  because  I  think  that's  very  important/  and 
from  the  standpoint  of  a  university  administrator/  the 
universities  at  present  actually  do  have  very  strong 
incentives  to  hold  down  costs  in  most  areas  to  which  the 
indirect  reimbursement  goes.  If/  for  example/  20  percent  of 
the  heat/  light/  and  power  bill  is  covered  by  a  Federal 
reimbursement/  that  means  80  percent  is  covered  by 
university  funds.  So  the  fact  that  the  Federal  Government  is 
reimbursing  for  part  of  the  cost  doesn't  much  dilute  the 
incentive  to  hold  down  the  overall  costs. 

You  could  find  exceptions.  There  are  certain 
offices  that  might  be  funded  75-90  percent  by  the  Federal 
Government/  but  I  think  they  would  be  in  the  minority. 

Rather/  the  incentives/  it  seems  to  me/  have  to  do  with 
negotiation  between  the  university  auditors  and  the  Federal 
auditors.  The  university  auditors  have  a  strong  incentive  to 
charge  more  to  the  Federal  Government/  and  the  Federal 
Government  auditors  have  a  strong  incentive  to  pay  for  less; 
and  from  my  vantage  point/  the  Federal  auditors  are  in  a 
much  stronger  bargaining  position  because  they  really  make 
the  final  decision. 

Now/  the  only  incentive/  I  think/  that  that 
doesn't  get  at  is  if  the  dean  or  the  chancellor  wants  to 
have  ten  extra  secretaries  or  whatever  and  charge  them  to 
the  general  university  budget  at  the  expense  of  faculty 
salaries  and  things  that  the  faculty  wants  to  do.  Certainly 
that's  bad/  but  it's  not  unique  to  the  Federal  overhead 
payments. 


DR.  FREDRICKSON:  Estelle/  did  you  want  to  make  a 

c  omment? 

DR.  RAMEY:  Yes.  I  think  a  faculty  gets  conflicting 
messages  from  administration  on  the  matter  of  external 
granting.  The  first  message  is  that  every  faculty  member 
should  try  very  hard  to  get  as  many  grants  as  possible  from 
the  Government  because  this  is  very  important  for  the 
economic  as  well  as  the  scientific  status  of  the 
institution.  That's  not  entirely  explained  by  the 
administration/  except  the  implication  is  that  the  monies 
that  come  in/  particularly  as  overhead/  in  some  way  rebound 
to  the  economic  benefit  of  the  institution/  which  would 
suggest  that  the  overhead  doesn't  only  pay  for  the  actual 
cost/  but  there  is  something  extra  that  the  university  gets 
out  of  this/  because  if/  indeed/  it  paid  only  for  the  cost 
of  running  the  research/  then  it  would  be  a  null  point.  The 
university  wouldn't  be  in  any  particular  point  of  advantage 
for  having  the  grant.  Now/  that's  one  message. 
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The  other  message  coming  through  is  that  with  the 
demands  of  the  Federal  Government  for  accountability,  the 
administration  has  to  put  on  so  much  extra  staff  that  the 
person  with  the  grant  is  actually  putting  a  burden  on 
administration,  which  accounts  for  the  rapid  growth  of  the 
administrator's  staff.  He  needs  more  secretaries,  more 
computer  experts,  and  the  net  effect  is  that  the 
investigator  then  is  made  to  feel  that  having  that  grant  is 
a  burden,  which  accounts  for  the  enormous  increase  in 
administrative  staff. 

So  these  two  messages  keep  coming  in  to  the 
faculty  member,  and  the  faculty  member  usually  ends  up,  as 
has  been  indicated,  in  not  believing  either  one  entirely, 
but  feeling,  on  balance,  that  the  administrator's  office, 
with  all  these  additional  secretaries,  is  not  really  there 
for  his  or  her  benefit  so  far  as  the  researcher  is 
concerned — that  indeed  the  administrator  is  getting  the 
advantage  from  these  grants  and  that  indeed  the  expenses  of 
administration  far  exceed  the  needs  of  administration  and 
that  they  are  therefore  riding  on  the  backs  of  researchers. 

Then  the  final  thing  in  this  respect  comes  down 
to,  if  that's  the  case — if  the  university  is  benefiting  from 
my  research — then  I  should  indeed  be  paid  a  higher  salary 
when  I  bring  in  a  grant;  and  the  university  says  the  grant 
is  not  helping  us  at  all  and  why  should  you  be  paid  a  higher 
salary;  and  so  this  goes  on  and  on  and  on.  And  ultimately, 
the  administration  blames  the  Federal  Government,  which,  of 
course,  is  the  best  place  to  blame;  and  that's  how  I  see  it 
from  the  point  of  view  of  both  faculty  and  administration. 

DR.  FREDRICKSON:  Dill  Anlyan? 

DR.  ANLYAN:  Well,  I  have  the  feeling  we  are 
looking  at  the  liver  instead  of  looking  at  the  body  with  the 
liver — namely,  the  financial  profile  of  the  academic  medical 
center  and  where  research  and  indirect  cost  fit  into  that. 

If  one  looks  at  the  income  side  of  education  research  and 
patient  care,  obviously  we  have  tuition  and  endowment  or 
State  appropriation  supposedly  for  education,  the  research 
component,  and  the  patient  care. 

If  our  basic  policy  is  going  to  be  that  each 
should  try  to  be  on  its  own  bottom  and  be  self-supporting, 
what  is  the  situation  at  the  present  time?  In  terms  of  the 
financial  profile  of  the  academic  medical  center,  education 
doesn't  pay  for  itself.  Tuition,  I  would  guess,  only  covers 
10  to  15  percent  of  the  cost  of  education,  especially  in  the 
private  universities.  Endowment  has  certainly  not  been 
growing  in  the  decade  of  the  70s,  and  I  would  think  that  the 
State  universities  are  having  a  hard  time  in  terms  of 
appropriate  subsidy  from  the  State.  Research  has  never  borne 
the  true  costs,  as  we  have  looked  at  it  in  our  institution. 
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and  Circular  A-21  will  certainly  make  it  a  lot  more 
difficult#  and  the  shortfall  will  be  even  greater  in  terms 
of  research  being  self-supporting  in  this  complex  mosaic. 

Uellf  where  is  the  money  coming  from?  It^s 
obviously  coming  from  patient  care#  because  two-thirds  of 
the  faculty  of  the  academic  medical  centers  are 
self-supporting  to  a  great  extent  through  the  patient-care 
dollar.  At  the  same  time  as  this  trend  is  going  on# 
faculties  want  their  salaries  indexed  to  the  CPI#  more 
fringe  benefits#  and  students  want  lower  tuition.  So  we  have 
to  look  at  the  mosaic  of  the  research#  the  direct  support# 
the  indirect  support#  and  what  A-21  is  going  to  do  in  the 
context  of  this  total  financial  profile  of  the  academic 
medical  centers. 

DR.  FREDRICKSON:  Jim  Kelly  and  then  Dave. 

MR.  KELLY:  If  you  could  just  put  that  slide  up  for 
one  second#  I^d  like  to  make  a  point  that  I  think  is 
important  to  the  discussion.  I  think  that  we ^ve  had  a  number 
of  people  that  sort  of  equate  high  indirect  cost  as  being  an 
inefficient  organization  and  low  indirect  cost  as  being  an 
efficient  organization.  I'd  just  like  to  point  out  that  the 
31  percent  would  be  very  considerably  higher  if  this 
institution  did  what  a  number  of  them  do#  and  that  is  to 
take  the  animal  and  animal  care#  electronics  and  optical 
parts#  and  the  chemical/glassware/photographic  supplies#  the 
electronic  shop  services#  machine  shop  services#  the 
secretarial  services  and  reprints  and  move  them  from  direct 
to  indirect.  It  wouldn't  make  this  institution  any  more  or 
any  less  efficient#  but  the  indicator  would  be  that  it's 
less  efficient  because  instead  of  being  31  percent  it  would 
be  50  percent#  but  it  would  be  exactly  the  same  dollars. 

So  one  institution  may  go  to  great  lengths  to  get 
as  much  directly  charged  as  possible.  In  this  institution# 
it  may  very  well  be  possible  to  take  the  area  of 
departmental  administration  and  break  that  down  so  that  you 
have  assigned  half  of  it  to  the  project  directly  and  not 
show  it  and  get  this  down  to  20  percent  for  indirect  cost. 

It  would  not  be  an  indicator  of  efficiency. 

I  must  say  that  from  my  own  personal  standpoint#  I 
believe  that  the  relationships  between  institutions  and 
faculty  would  be  much  improved  if  more  direct  charging  were 
done  in  order  that  the  principal  investigator  didn't  look  at 
this  large  indirect  cost  figure  with  which  he  or  she  is  not 
familiar  and  feel  that  it  was  a  diversion  of  their  funds.  So 
I#  myself#  would  argue  in  favor  of  greater  direct  costing# 
but  I  think  it's  important  to  understand  that  a  high 
indirect  cost  rate  can  conceivably  be  a  measure  of 
efficiency.  It  is  possible  that  the  reason  for  a  high 
indirect  cost  rate  is  that  you  have  amassed  in 
central-service  functions  more  economical  provisions  for 


T20 


providing  services. 

A  good  method  of  approaching  this  is>  if  you  have 
a  good  secretarial  pool  arrangement — have  a  method  of 
calling  in  and  dictating  to  a  central  pool*  versus  having  a 
secretary  charged  against  every  one  of  the  projects — that 
would  effect  an  economy*  and  cause  indirect  cost  rates  to  go 
up. 


DR.  BROWN:  If  I  may  comment*  we  do  both  of  those* 
because  in  this  case  we^re  dealing  with  a  secretarial  pool* 
but  we're  only  recharged  for  our  uses. 

DR.  FREDRICKSON:  Dave  Kipnis? 

DR.  KIPNIS:  Exactly  the  same  comments  relevant  to 
faculty  distrust  or  sense  of  insecurity  in  dealing  with 
administration  concerning  research  is  voiced  when  it  comes 
to  practice  income  also.  The  naivete  of  most  faculties 
relevant  to  the  true  costs  of  clinical  practice  are 
substantial.  And  one  of  the  issues  that  bothers  me  most  is 
that  whether  it  be  practice  in  the  form  of  practice 
arrangements*  which  have  been  proliferating  about  the 
country*  or  whether  it  be  with  respect  to  the  directives  of 
accounting*  it  further  increases  the  divisiveness  of  the 
faculty  with  their  own  institution  and  the  failure  of 
faculties*  1  think*  for  several  decades  to  recognize  that 
they  participate  as  members  of  a  total  institution*  and  that 
not  only  the  economic*  but  the  intellectual  vitality  of  that 
institution  is  dependent  upon  their  total  contributions*  and 
it's  reinforced  when  one  faces  auditors  who  ask  how  you 
spent  your  time  on  January  5*  1976*  and  ask  a  diener*  who 

hasn't  the  faintest  idea  that  three  grants  are  supporting  a 
certain  activity*  how  much  time  he  spent  on  this  grant  or 
that*  and  if  you*  in  essence*  say  to  the  auditors  that  this 
individual  hasn't  the  faintest  idea  what  grant  it  was  and 
I'd  like  to  show  him  the  information*  they  say  that  you're 
interfering  with  the  auditing  process  by  prejudicing  the 
response. 


That  kind  of  divisiveness  is  magnified 
considerably.  The  other  thing  is  that  most  of  us  who  are 
chairmen  of  departments  spend  a  fair  amount  of  our  time 
attempting  to  recruit  talent.  Now*  what  do  you  use  to 
recruit  talent?  Well*  basically*  what  you  really  use  is 
institutional  commitments  and  the  strength  and  vitality  of 
the  intellectual  environment.  That's  an  overhead  cost  to 
research . 


Each  of  us  sitting  around  here  knows  molecular 
biologists  at  a  university  who  are  being  paid  ^50*000  to  do 
research  which  would  cost  corporate  entities  three  times 
that  much  to  do.  Why  do  they  elect  to  live  in  an  academic 
environment?  It's  because  the  institutions  are  committing 
funds  for  that*  and  that's  an  indirect  cost*  which  i^  very 
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difficult  to  quantitate.  It's  the  indirect  cost  in  terms  of 
supporting  our  young  assistant  professors  for  the  first  two 
years  before  they  get  started.  Where  do  those  monies  come 
from?  Clinical  practice  increasingly  so,  but  then  your 
clinical  practitioners  who  pass  fiber  optics  into  any 
imaginable  orifice  are  complaining  about  the  fact  that 
they're  not  keeping  up  with  the  CPI. 

In  essence,  I  really  think  that  the  administration 
of  practice  funding  on  the  one  hand,  which  is  again  Federal 
agency,  or  its  research  on  the  other  hand  have  continued  to 
drive  wedges  between  faculties  and  their  own  institutions  to 
the  detriment  of  the  whole  establishment,  and  I  think  that's 
an  issue  that  this  group  ought  to  face  up  to.  How  do  you 
quantitate  that  in  indirect  costs?  I  would  suspect  it's 
difficult,  but  yet  it's  a  real  factor. 

DR.  FREDRICKSON;  Linda,  and  then  Mr,  Kir sc h enmann. 

DR.  WILSON:  I  think  soon  we  should  in  this  meeting 
make  sure  we  are  all  working  from  a  common  understanding 
about  what  indirect  costs  are,  and  I  don't  think  we  are.  A 
lot  of  the  comments  that  I  have  heard  so  far  make  me  believe 
that  there  are  some  people  who  believe  that  indirect  costs 
should  be  on  an  incremental  basis  and  others  recognize  it  as 
a  matter  of  fact  the  way  the  ground  rules  operate  now.  They 
are  on  an  average-costing  basis. 

Many  of  our  faculty  do  not  approach  the  indirect 
costs  from  anything  but  an  incremental  cost  basis,  but  as  a 
matter  of  fact  we  can't  have  it  on  an  incremental  cost  basis 
because  there's  no  way  to  get  a  base  line;  there  is  no  way 
to  decide  what  the  increment  can  be,  and  so  we  use  a  very 
fundamental,  well-accepted  accounting  principle  of 
averaging.  As  soon  as  we  average,  it  means  that  some  will 
get  more  and  some  will  get  less  than  the  true  costs. 

We  are  not  really  ready  to  accept  in  universities 
that  the  universities  cannot  provide  the  total  support  for 
research  at  the  level  at  which  our  faculty  would  like  to 
operate.  Until  our  faculty  understand  that,  I  don't  think  we 
will  ever  get  over  this  misunderstanding.  Until  the  faculty 
and  the  administrators  and  the  people  in  the  agencies 
recognize  that  what  is  a  direct  cost  and  what  is  an  indirect 
cost  will  differ  from  institution  to  institution  because  of 
the  way  they're  organized,  we  will  have  continual 
misunderstandings  among  one  another.  Until  we  all  look 
carefully  at  why  indirect  cost  rates  increase,  why  rates 
differ,  you  will  continue  to  have  this  acrimony. 

I  think  Dr.  Ramey  put  her  finger  on  it  very 
carefully.  The  way  she  described  the  messages  that  she  is 
hearing  from  the  administrators  in  her  institutions  makes  me 
shiver.  I  know  that  no  self-respecting  administrator  would 
have  said  the  things  she  heard.  I  don't  doubt  that  she  heard 
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them/  but  I  think  what  we  have  is  a  local  situation  in  terms 
of  communication/  and  an  awful  lot  of  it  is  because  when  we 
go  to  communicate  with  each  other/  we  don^t  make  a 
commitment  to  hear;  we  only  make  a  commitment  to  communicate 
our  own  point  of  viewa  I  don't  think  the  indirect  cost  issue 
will  be  settled  until  we  all  make  the  commitment  to  hear 
what  the  other  side  is  saying  and  it's  down  to  size. 

DR.  FREDRICKSON:  Mr.  Kirschenmann — giver  of  great 
audit  exceptions. 

MR.  KIRSCHENMANN:  I  just  wanted  to  make  a  comment 
on  what  Jim  Kelly  said  in  the  recent  slide#  and  what  he  says 
is  absolutely  true;  but  there's  another  aspect  of  that#  and 
that  is  to  the  principles#  the  cost  principles#  that  we  use# 
and  I  think  everyone's  philosophy  is  that  we  ought  to  try  to 
identify  costs  associated  with  a  given  grant  to  that  grant 
and  not  to  shift  those  costs  to  another  grant  which  received 
no  benefit  from  them. 

Now#  the  extent  that  you  follow  the  practice  that 
Jim  Kelly  was  suggesting — not  suggesting#  but  identifying  up 
there — you  are  indeed  doing  that.  You  are  shifting  costs 
from  one  grant — costs  incurred  for  the  benefit  of  that 
grant —  to  another  grant.  Now#  to  what  extent  you  do  this  is 
a  question  of  judgment.  There's  a  line.  He  can  cost  all  day 
long.  Ue  can  come  up  with  the  most  finite  costing  system  in 
the  world#  but  there  is  a  judgment  factor:  at  what  point  do 
you  stop  receiving  benefits? 

The  other  point  I  just  wanted  to  make  for  your 
consideration  is  the  fact  that  we  talk  about  incentives  and 
the  distrust  of  faculty  of  accountants  for  massaging 
figures#  and  indeed  that  distrust  exists  even  among 
accountants;  but  the  way  you  restore  that  trust#  if  you 
will#  is  to  have  a  complete  understanding  of  what  it  is#  of 
the  process#  of  the  techniques  that  you  are  using  to 
determine  costs#  and  to  cost  out  the  insufficient 
specificity  of  the  parameters  in  which  you  can  do  this 
massaging#  and  I  think  that's  one  of  the  main  questions  that 
this  forum  is  going  to  have  to  discuss.  At  what  point  do  you 
want  to  stop  costing  so  that  charges  or  costs  which  are 
incurred  for  one  project  are  not  shifted  to  another#  and  at 
what  point  do  you  want  to  stop  costing  so  that  you  have  that 
cred  ib  i  1  i  ty—not  only  within  your  own  institution#  but 
between  the  institution  and  the  Federal  Government. 

DR.  FREDRICKSON;  I  think  we're  going  to  walk 
across  that  stubble  field  many  times  today.  Dr.  Hansen? 

DR.  HANSEN:  I  wanted  to  talk  about  Mr.  Kelly's 
comment  concerning  the  differences  in  allocations  of 
indirect  costs#  where  indirect  costs  may  be  calculated 
differently  at  different  universities.  I  think  the  problem 
is  far  more  complex  than  that.  I  compared#  mentally#  my 
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grant  to  Dr.  Brown's  grant;  and  it  looks  identical  at  the 
University  of  Michigan  in  terms  of  what  services  are  in  the 
direct  versus  indirect;  and  yet  Michigan  has  well  over  50 
percent  indirect  costs;  and  I  think  it  is  that  kind  of 
disparity  and  confusion  about  how  these  differences  are 
really  achieved  that  I  think  needs  to  be  addressed  further. 
Why  is  it  that  there  is  such  a  huge  difference  between 
ostensibly  comparable  universities  with  similar  accounting 
methods? 


DR.  FREDRICKSON:  One  thing  I  would  urge  you  all  to 
do  in  talking  about  indirect  costs  is  to  express  indirect 
cost  as  a  percentage  of  the  total.  You  may  have  been  doing 
that.  Ken  Brown's  paper  doesn't;  it  uses  another  index; 
equally  legitimate.  But  let's  try  to  talk  about  indirect 
cost  as  a  percent  of  the  total  cost  if  we  can  think  about  it 
today.  Lou  Sullivan? 

DR.  SULLIVAN:  I'd  like  to  raise  a  question  both 
for  Julie  and  Dr.  Brown;  related  to  the  comments  that  you 
actually  allocate  less  salary  costs  to  your  grant  than  the 
actual  percentage  of  effort  that  is  placed  in;  and  that 
really  means;  as  I  think  Julie  suggested;  that  the  taxpayers 
of  California;  or  whatever  other  resources  you  have;  are 
actually  supporting  that  effort — in  other  words;  providing 
a^dditional  support  for  your  grant.  I'd  like  to  raise  a 
question  about  how  this  has  come  about.  Is  this  a  deliberate 
policy  of  this  institution  to  allow  for  that  kind  of 
subsidy;  or  is  this  a  de  facto  arrangement;  because 
certainly  other  institutions  that  have  limited  resources  for 
research  support  or  other  activities  may  not  really  have 
that  kind  of  capability;  and  in  essence;  what  you  are  saying 
is  that  your  grant  doesn't  really  reflect  in  the  direct  cost 
category  the  real  cost  to  the  university  of  doing  research; 
and  I'd  like  some  comments  as  to  how  this  process  or  this 
policy  has  developed  within  the  university. 

DR.  KREVANS:  As  I  say;  I  can't  tell  you  how  it  has 
fully  developed.  I  have  been  there  ten  years.  Historically; 
not  just  the  University  of  California;  but  many  universities 
like  the  University  of  California;  have  as  almost  a  tenet  of 
faith  that  it  was  improper  for  the  faculty  salary  to  come 
from  any  place  other  than  the  university.  This  was  not  just 
true  for  state  schools;  an  individual  who  had  an  endowed 
professorship  thought  it  was  outrageous  if  that  endowment 
didn't  pay  their  entire  salary. 

Now;  life  has  changed;  and  increasingly  in  the 
time  I  have  been  there;  we  have  been  encouraging —  Is  that  a 
fair  word;  Ken? 

DR.  BROWN:  What  are  you  going  to  say? 

(laughter) 
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DR.  KREVANS:  — the  faculty  to  put  down  on  the 
grants  for  support  of  their  salary  for  the  percentage  of 
their  time  for  sponsored  research,  on  the  theory  that  that's 
where  their  effort  is  going  and  that's  where  their  money 
should  be  coming  from.  What  we  are  seeing  now  is  a  sort  of 
a — not  a  mid-position.  It  is  much  closer  to  the  full 
support,  but  it  is  a  dragging  out  of  the  past  practice  of 
never  putting  a  nickel  down,  but  it's  not  a  requirement:  We 
don't  have  a  school  rule  which — 

DR.  SULLIVAN:  So  this  is  determined  by  the 
individual  faculty  member. 

DR.  KREVANS:  Yes,  in  consultation  with  the  dean's 

office. 

DR.  FREDRICKSON:  There  will  be  more  time  for 
discussion.  I  think,  Ken,  you  clearly  must  have  a  final 
word.  In  fact,  there  will  be  more  discussion  time  as  we  go 
along  this  morning  because  I  haven't  given  you  as  much  time 
as  I  promised  to  discuss  indirect  costs  from  the  scientist's 
viewpoint. 


Let's  have  a  break  for  just  ten  minutes  for  coffee 
and  then  return. 

(Brief  recess.) 

DR.  FREDRICKSON:  Two  corrective  announcements:  The 
university  world  likes  to  express  indirect  costs  in  terms  of 
percent  of  the  total  direct  cost,  and  our  Division  of 
Financial  Management  likes  to  express  them  as  the  percentage 
of  the  total  cost.  You  may  do  either,  but  just  indicate, 
please,  that  it's  percent  of  total  direct,  if  that's  what 
you  usually  do.  The  other  misstatement  was  that  I  said  NIH 
was  responsible  for  36  percent  of  the  Federal  R&D  in 
universities.  That's  not  true.  It's  of  all  R&D.  (Corrected 
above.)  Our  share  of  Federal  R&^D  to  universities  is  somewhat 
around  50  percent,  which,  I  guess,  just  increases  the 
reasons  why  we  ought  to  be  sitting  around  and  talking  about 
the  issues  that  are  before  us. 

There  may  be  some  sense  of  recycling,  some  deja  vu 
as  we  go  along.  Don't  be  disturbed  by  that.  That  is  the 
whole  purpose  of  this  particular  part  of  the  program.  We 
want  to  provide  a  backboard  against  which  everyone  can  play, 
and  therefore  we  won't  be  surprised  if  some  similarities, 
but  also  some  dissimilarities  appear  in  the  next 
presentation.  We  will  get  back  with  plenty  of  time  to 
discuss  the  issues  that  were  residual  after  Dr.  Brown  and 
Dr.  Krevens.  But  let's  go  on  for  the  moment  and  ask  Frank 
Abboud  from  the  Department  of  Medicine  at  the  University  of 
Iowa  to  tell  us  of  some  similar  kinds  of  information  and  see 
if  things  are  the  same  out  in  that  part  of  the  world  as  they 
are  in  California — and  this  is  another  public  university. 
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DR.  ABBOUD:  I  want  to  first  thank  Don  Fredrickson 
for  asking  me  to  appear  here  to  share  with  you  some  of  my 
thoughts  about  direct  cost  primarily.  I  have  been  asked  to 
give  you  a  breakdown  of  direct  costs*  particularly  of  our 
research  program  at  the  Cardiovascular  Center*  but  before 
doing  that*  I'd  like  you  to  allow  me  to  share  with  you  some 
of  my  thoughts  as  a  direct  beneficiary  of  the  marriage 
between  the  NIH  and  the  universities.  My  survival  and  that 
of  thousands  of  clinical  investigators  in  more  than  100 
universities  depends  on  the  cooperative  partnership  of  the 
two. 


May  I  have  the  first  slide*  please? 

(Slide. ) 

On  the  one  hand*  the  NIH  provides  financial 
support.  On  the  other  hand*  universities  nurture  and  protect 
creativity  and  freedom  of  thinking.  The  combination  has 
allowed  immense  strides  in  the  march  of  knowledge  for  the 
well-being  of  our  society  and*  indeed*  the  welfare  of  the 
whole  world. 

Where  is  the  primary  responsibility  and  primary 
accountability  in  this  union?  In  our  democracy*  both 
government  and  university  are  accountable  to  the  public. 

What  are  the  threats  to  this  heretofore  successful 
operation?  Will  the  Federal  Government  stop  supporting 
research?  I  don't  think  so.  Or  should  I  say*  I  hope  and  pray 
no?  Despite  exasperating  inconsistencies  in  the  support  for 
research*  I  firmly  believe  that  the  Federal  Government  will 
continue  the  support  of  what  must  be  its  most  successful 
investment.  The  alternative  is  inconceivable  to  me. 

Will  the  universities  become  service-oriented 
trade  schools  under  the  pressure  of  fiscal  constraints  and 
lose  their  creative  energies?  I  don't  think  so  either. 
Creativity  is  the  essence  of  universities.  Where*  then*  is 
the  threat?  It  may  very  well  be  in  the  accusatory*  defensive 
posture  of  the  NIH  and  universities*  leading  to  the 
implementation  of  rigid  accounting  measures  with 
ever-increasing  regulations — -yearly*  quarterly*  monthly* 
even  hourly  reports.  This  will  lead  to  erosion  of  time* 
trust*  and  money. 

I  wonder  if  the*  I  am  certain*  very 
well-intentioned  auditors  know  how  difficult  it  is  to 
partition  your  intellectual  effort?  How  does  one  divide  up 
the  thinking  time?  Last  Sunday  I  was  in  church*  and  the 
sermon  was  not  the  most  inspiring  one.  I  am  sure  many  of  you 
have  been  in  the  same  situation.  My  mind  drifted  away*  and  I 
started  thinking  about  experiments.  Now*  how  should  I  report 
that  effort?  I  wasn't  in  the  lab*  I  wasn't  in  my  office*  I 
wasn't  at  my  desk  at  home.  In  fact*  I  was  doing  two  things 


at  once.  The  truth  iS/  I  very  often  do  two  things  at  once.  I 
think  of  experiments  in  some  of  the  most  intimate  momentsi 
and  I'll  spare  you  the  definition  of  these  moments.  It  is< 
of  course*  very  difficult*  very  difficult*  to  report  that 
effort.  1  might  end  up  with  200  percent  effort  and  get  the 
University  of  Iowa  in  trouble. 

The  point  I  am  making  is  that  rigid  accountab i 1 ity 
requires  a  knowledge  of  exact  costs  and  exact  benefits*  and 
this  is  very  difficult  to  do.  Society  and  government  should 
be  aware  of  the  hidden  benefits  and  hidden  sources  of 
support  that  continue  to  pay  for  the  research  efforts  of  the 
clinician/scientist.  Next  slide*  please? 

(Slide. ) 

One  hidden  cost  or  benefit  for  research  is  the 
contribution  of  the  patients  who  come  to  university 
hospitals  and  who  knowingly  and  willingly  participate  in  the 
research  efforts  because  of  their  faith*  trust*  and  hope  in 
what  the  university-paid-for  scientists  represent. 

Secondly  is  the  great  subjective*  intangible 
contribution  to  the  research  effort  of  the  clinical 
investigator*  which  comes  through  the  satisfaction  inherent 
in  the  pursuit  and  discovery  of  new  knowledge  and  is  made 
possible  through  the  creative  environment  of  the  university. 
No  auditor  can  ascribe  a  numerical  value  to  these  crucial 
elements  in  the  cost/benefit  accountability  formula. 

Now  let  me  shift  to  the  specific  distribution  of 
direct  cost  in  our  Cardiovascular  Center.  May  I  have  the 
next  slide*  please? 

(Slide. ) 

The  Iowa  Cardiovascular  Center  has  an  annual 
budget  of  about  ^5  million.  This  comprises  14  different 
sources  of  funding.  The  first  seven  are  shown  here  on  this 
slide.  They  are  represented  by  a  contract*  a  specialized 
center  for  research  in  arteriosclerosis*  an 
interdisciplinary  program  project  grant 
investigator-initiated*  individual  research  grants 
investigator  initiated*  an  institutional  training  grant  for 
the  immediate  postdoctoral  period*  research  career 
development  awards  for  the  more  established  investigators* 
and  individual  NIH  fellowships.  The  next  slide*  please? 

(Slide.  ) 

The  next  seven  areas  of  support  are  the  University 
of  Iowa  direct  support — and  I  will  describe  that  a  little 
more  in  detail  later — American  Heart  Association*  Iowa  Heart 
Association*  Veterans  Administration  support*  other 
fellowship  support*  NASA  grants*  drug  companies*  and  the 


portion  of  the  clinical  research  center  that  is  ascribed  to 
cardiovascular  research. 

I^d  like  to  shoui  you  now  a  breakdown  of  the  direct 
costs  on  three  types  of  NIH  grants/  which  I  have  selected 
because  they  allow  me  to  make  two  points;  one/  the 
university ''s  contribution  to  direct  costs  and/  two/  the 
different  indirect  cost  formulations  that  apply  to  such 
grants.  Next  slide/  please? 

(Slide.  ) 

DR.  FREDRICKSON:  Frank/  could  you  tell  us  how  many 
separate  instruments/  contracts  or  grants/  are  involved  in 
supporting  your  center?  Is  it  more  than  20? 

DR.  ABBOUD:  The  orange  part  shows  the 
NIH-sup p or ted  contracts/  program  project  grants/  individual 
grants/  career  development  awards/  training  grants/ 
individual  fellowship.  This  mustard-colored  section  is  what 
we  estimate  to  be  the  university's  direct  support  for  the 
program.  And  this  section  is  the  support  from  other 
institutions/  voluntary  health  or gan i zat i ons /  NASA/  VA/  let 
cetera. 


Okay/  I  said  I  am  going  to  describe  in  more  detail 
direct  support  on  three  types  of  grants  because  of  the 
variance  in  the  indirect  support  contribution  that  each  one 
of  these  provides.  The  next  slide  shows  the  program — 


(Slide. ) 

— the  program  project  grant/  these  are  the  six 
categories:  personnel/  consultant/  equipment/  supplies/ 
travel/  and  other.  In  the  personnel  we  have  faculty/ 
technical  staff/  and  secretary.  The  point  I  want  to  make 
here  again/  as  was  made  in  the  case  of  the  investigatory 
format  of  the  faculty/  is  that  support  on  the  program 
project  is  only  a  fraction  of  the  total  amount  of  effort 
provided  to  that  program  project.  The  intramural 
consultation  is  not  shown  in  here.  Nor  is  the  part  of  the 
supplies  that  is  the  university-contributed  portion. 

(Slide.  ) 

The  next  slide  shows  what  I  mean  by  partial 
support  of  the  faculty's  effort  on  that  program  project 
grant.  There  are  33  investigators  listed  on  the  grant/  each 
contributing  on  the  average  20  percent  of  their  effort  to 
give  you  6.4  full-time  equivalents.  The  salary  of  the  6.4 
FTE  plus  fringe  benefits  would  amount  to  $365/000.  The 
actual  cost  to  the  program  project  grant  is  $134/882/  or  37 
percent  of  the  total  effort  provided  on  that  program 
project.  So  63  percent  comes  from  a  different  source — from 
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the  university.  Next  slide? 

(Slide. ) 

Nowi  this  is  another  source  of  supports  the 
institutional  training  grant  on  the  left*  and  an  individual 
NIH  fellowship  support  on  the  right.  The  institutional 
training  grant  provides  for  13  fellows.  An  individual 
fellowship  is  shown  here.  The  salary  of  the  individual 
fellow  is  certainly  higher  than  this*  and  the  university 
would  make  a  contribution  to  bring  that  salary  up  to  the 
competitive  level  at  that  institution. 

Now*  the  indirect  cost  of  institutional  training 
grants  and  individual  fellowships  is  fixed  at  8  percent  of 
the  total*  whereas*  in  the  program  project  grant*  the 
indirect  cost  was*  until  the  1st  of  July — this  coming  1st  of 
July — it  is  increasing  to  61  percent  of  personnel. 

DR.  FREDRICKSON:  How  much? 

DR.  ABBOUD:  61  percent  of  personnel*  beginning  the 
1st  of  July.  John  Eckstein  will  tell  you  a  little  more  about 
what  it  is  going  to  be.  So  in  the  institutional  training 
grant  and  individual  fellowship*  the  indirect  cost  is  only  8 
percent  of  the  total. 

(Slide.  ) 

The  next  slide  shows  you  another  situation  of  an 
individual  NIH  grant*  but  this  individual  NIH  grant  is  to  an 
investigator  who  happens  to  have  a  research  career 
development  award.  There  is  a  ceiling  on  research  career 
development  awards  of  $30*000.  $35*700  represents  the 
additional  fringe  benefits.  Now*  the  salary  of  that 
individual  will  be  much  higher  thc.n  this*  particularly  the 
portion  of  the  effort  provided  to  that  grant.  It  may  be  75 
percent  of  the  effort*  so  that  there  is  a  contribution  going 
to  his  salary  of  about  25  percent  of  the  salary  that  could^t 
be  ascribed  to  the  grant.  He  is  not  allowed  to  put  his 
salary  on  his  individual  grant  as  long  as  he  has  a  research 
career  development  award*  and  the  research  career 
development  award  ceiling  is  fixed.  The  indirect  cost  on  a 
research  career  development  award  is  8  percent*  but  the 
indirect  cost  on  the  grant  is  61  percent  of  personnel*  so 
that  by  competing  for  a  career  development  award*  there  is 
loss*  in  a  sense  both  in  indirect  costs  to  the  institution 
and  also  loss  in  the  fact  that  the  individual  cannot  put  his 
entire  effort  or  any  of  his  effort  on  the  grant.  Next  slide? 

(Slide.  ) 

That  is  all  I  want  to  say  about  the  direct  costs 
and  their  relationship  to  the  indirect  costs*  and  now  I  want 
to  summarize  and  end  my  talk  by  emphasizing  two  points:  The 
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importance  of  the  partnership  between  the  university  and 
government  depends  primarily  on  the  fact  that  we  have  common 
goals:  to  preserve  and  foster  creativity  of  the  young 
investigator.  That  relationship  will  be  only  maintained  if 
there  is  a  quantum  of  trusti  because — and  now  the  second 
point:  perfect  accountability  is  a  delusion.  There  are  many 
hidden  costs  which  are  very  significants  and  overregulations 
are  going  to  be  costly>  frustrating^  and  disturbing. 

Thank  you. 

DR.  FREDRICKSON:  Thank  you.  Now  Jack  Eckstein. 

DR.  ECKSTEIN:  First,  I  would  like  to  thank  the 
Director  for  arranging  this  meeting  and  having  so  many 
different  participants.  I  think  this  is  a  wonderful  way  to 
get  started  on  this  business  of  restoring  the  quality  of  the 
partnership. 

I  would  like  to  begin,  and  I  will  be  somewhat 
repetitive,  the  indirect  costs  of  research  —  Are  you  aware 
of  feedback? 


DR.  FREDRICKSON:  Is  that  an  economic  question? 

(Laughter) 

DR.  ECKSTEIN:  The  indirect  costs  of  research  are 
real  costs  incurred  by  an  institution  when  it  accepts  a 
research  grant.  I  wonder  if  I  could  have  the  first  slide? 

(Slide. ) 

Now,  this  is  an  ordinary  budget  page  of  an 
ordinary  NIH  grant,  and  you  will  notice  that  the  direct 
costs  are  itemized  in  detail  under  the  printed  headings  of 
personnel,  consultation  costs,  equipment,  supplies,  travel, 
patient  costs,  alterations  and  renovations,  other  expenses, 
and  so  on.  This  is  not  one  of  Dr.  Abboud^s  grants.  You  might 
take  note  of  the  fact  that  the  principal  investigator  is 
contributing  25  percent  of  his  time,  asking  for  no  money, 
and  the  c o inve s t i ga t or ,  I  believe,  5  percent  with  no  request 
for  funds.  You  will  notice  that  we  charge  fringe  benefits 
directly. 


There  are  other  allowable  costs  for  the  research 
for  which  there  are  no  printed  headings — and  you  saw  these 
in  Dr.  Brown's  slide — and  these  costs  include  the  use  of 
building  and  equipment,  operation  and  maintenance  of 
physical  facilities  for  the  research,  general 
administration,  research  administration,  departmental 
administration,  certain  student  costs,  and  library  costs. 

Now,  these  costs  are  real  and  allowable  under  the  provisions 
of  A-21,  and  they  could  be  even  listed  as  direct  costs,  but 
to  do  so  would  be  very  costly  and  impractical.  Instead,  they 
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are  calculated  for  the  entire  university  under  rigidly 
prescribed  cost-accounting  rules  that  flow  from  A-21.  The 
result  of  this  process  is  the  institutional  indirect  cost 
rate  expressed  as  a  percent  of  total  direct  cost  listed  on 
the  grant  or  as  a  percent  of  the  listed  salaries  and  wagesi 
as  is  the  case  now.  I  believe  July  1  we  go  to  a  system  of 
percentage  of  total  direct  cost. 

Let  me  say  again  that  these  indirect  costs  are 
real.  They  vary  from  institution  to  institution*  depending 
on  such  things  as  management  practices*  the  age  of 
buildings*  local  utility  and  labor  costs*  and  it  doesn't 
seem  to  me  that  they  can  be  standardized  to  a  single  rate. 
They  must  be  recovered  if  the  universities  are  to  retain 
their  ability  to  fulfill  their  educational  missions. 

Although  I  suggest  that  they  cannot  be 
standardized*  I  was  intrigued  by  the  phrase  in  quotation 
marks  in  the  National  Commission  report  which  said  something 
about  a  standard  deduction.  I  would  like  to  hear  how  that 
develops*  but  it  is  an  interesting  concept. 

Now*  explaining  indirect  costs  to  faculty  members 
and  to  our  scientific  colleagues  in  Federal  agencies  is 
difficult.*  People  have  to  have  some  appreciation  of  cost 
accounting*  and  they  also  have  to  understand  something  about 
university  financing*  particularly  the  university  in  which 
they  are  working  and  the  universities  with  which  they 
interact*  and  they  also  must  have  some  appreciation  of  the 
multiple  missions  of  the  university. 

Now*  I  too  am  going  to  pass  on  to  you  that  which 
has  been  explained  to  me  by  auditors  and  accountants.  Ne  use 
descriptions  somewhat  like  that  which  you  will  now  hear  in 
our  attempts  to  teach  faculty  members  about  indirect  costs. 
May  I  have  that  next  slide*  please? 

(Slide.  ) 

This  is  a  simple  diagram  to  show  how  the  indirect 
costs  are  calculated.  The  first  step  is  to  find  the 
so-called  base.  The  base  is  made  up  of  salaries  or  total 
direct  costs  of  all  grants*  not  just  NIH  grants*  and 
included  in  that  base  are  contributed  costs*  such  as  the  25 
percent  of  the  salary  that  you  saw  that  was  not  listed.  If 
that  faculty  member  had  a  salary  of  $40*000*  $10*000  of  it 

would  be  included  as  a  contributed  cost  in  the  base. 

The  second  step  is  to  determine  the  indirect  cost 
pool  which  supports  the  research  activities.  The  rate*  then* 
is  derived  by  adding  up  all  of  these  charges  and  dividing  it 
into  the  total  pool*  and  the  result  is  the  indirect  cost 
rate. 


Let  me  attempt  to  show  you  how  these  research 
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pools  are  derived  by  talking  about  the  indirect  costs  in  Dr. 
Abboud^s  program.  I  can^t  be  very  specific  because#  as  he 
told  you#  he  has  many#  many  research  programs  and  projects 
in  his  large  center  operation#  but  I  think  the  comments  that 
I  make  can  be  generalized  pretty  much  for  the  university. 

What  are  Dr.  Abboud's  support  costs  and  houi  are 
they  derived  and  hou»  do  they  affect  the  research?  First# 
there  is  utilization  of  space.  0MB  allows#  I  believe#  a 
charge  of  two  percent  of  the  portion  of  the  original  cost  of 
the  building  for  that  fraction  of  the  space  in  the  building 
occupied  by  the  faculty  and  support  staff  working  on  Dr. 
Abboud^s  program.  The  amount  of  space  being  used  for  this 
program  and  other  sponsored  research  of  the  faculty  in  the 
Department  of  Internal  Medicine  is  determined  each  year  by 
the  department  head.  It  would  be  solely  determined  by  each 
department.  In  this  case#  Dr.  Abboud  is  the  head.  That 
information  is  then  sent  to  the  university  business  office 
after  verification  in  the  Dean's  office#  and  the  information 
is  used  in  the  derivation  of  the  next  year's  indirect  cost 
rate. 


We  are  also  allowed  to  charge  for  the  use  of 
research  equipment  purchased  with  university  funds.  The 
amount  allowed  annually  is  6-2/3  percent  of  the  original 
acquisition  cost.  The  theory  is  that  this  allowance  will 
permit  replacement  of  university-purchased  equipment. 
Inflation  and  technological  obsolescence#  of  course#  make 
this  formula  somewhat  unrealistic. 

Now#  there  are  other  obvious  operations  in 
maintenance  expenses#  such  as  fuel#  heat#  light#  custodial 
and  janitorial  services#  and  routine  maintenance  and  repair. 
Once  again#  these  are  allocated  between  teaching  and 
sponsored  research  by  carefully  monitored  surveys  conducted 
by  the  engineering  and  physical  plant  of  the  university#  and 
they  are  based  on  the  space  occupied#  in  Dr.  Abboud 's  case# 
by  his  program. 

Next#  the  general  administration  costs.  These  are 
costs  associated  with  all  the  personnel#  accounting# 
purchasing#  and  payroll  transactions  generated  by  the  grant. 
They  are  derived  as  a  ratio  of  total  direct  cost  to  the 
three  functions  of  the  University.  The  Department  of 
Internal  Medicine#  which  Dr.  Abboud  represents  in  our 
institution#  has  grown  in  external  funding  from  about  ^1.3 
million  in  grants  accepted  in  1970  to  something  like  $6  or 
♦7  million  now — something  over  400  percent#  and  that  growth 
rate  means  the  400  percent  increase  in  such  matters  as 
people  to  be  hired#  accounts  to  monitor#  equipment 
purchased#  as  well  as  travel  and  the  supply  requisitions  to 
process.  This  growth  in  Dr.  Abboud 's  department  is  reflected 
also  in  its  own  grants  as  well  as  others  in  other  parts  of 
the  university#  and  has  meant  that  the  university  has  had  to 
acquire  more  central  staff  in  the  purchasing#  personnel#  and 


accounting  offices.  They*  in  turn/  need  more  space/  more 
desks/  more  typewriters/  more  files.  They  burn  the  lights  a 
little  later  at  night.  And  these  central  business  costs  that 
are  allocated  to  sponsored  research/  rather  than  the 
instruction  function  of  the  university/  are  computed  as  a 
ratio  of  total  direct  cost  for  sponsored  research  to  total 
university  expenditures. 

Research  administration  costs  are  mainly  those  of 
a  central  university  office  of  sponsored  programs  that  works 
with  the  investigators  on  processing  proposals/  budgeting 
administrative  problems  that  are  unique  to  research.  There 
are  departmental  administration  costs  that  were  identified 
by  Dr.  Brown  and  Dr.  Krevans.  Our  university/  in  many 
respects/  is  highly  decentralized  so  that  a  large  part  of 
administration  is  accomplished  at  the  departmental  level. 
This  includes  the  costs  of  administrative  activities  related 
to  research;  costs  of  the  activities  of  the  Dean/  the 
Chairman/  the  faculty;  as  well  as  the  time  of  the 
administrative  and  support  staff — secretaries/  stock  room 
personnel/  and  animal  caretakers—whose  salaries  are  not 
charged  directly  to  grants. 

Departmental  administration  costs  are  determined 
by  t ime-and-ef f or t  reports  sent  to  each  faculty  member/  the 
department  head/  and  support-staff  supervisor  who  must 
allocate  staff  time  between  instruction  and  departmental 
research/  sponsored  research/  and  departmental 
administration.  On  the  basis  of  these  data/  a  ratio  is 
applied  to  allocate  departmental  administrative  costs  to 
instruction  and  departmental  research  and  also  to  sponsored 
research. 


I  might  say  that  in  Dr.  Abboud's  department/  there 
are  approximately  400  individuals  who  are  in  some  way 
involved  in  the  function  of  this  university  department.  They 
all  fill  out  t ime-and-ef for t  reports/  and  if  it  is  true  that 
the  so-called  nonexempt  personnel  will  eventually  be  filling 
out  monthly  reports/  you  can  see  that  the  administrative 
problem  of  handling  several  thousand  t ime-and-ef for t  reports 
will  really  be  significant. 

Now/  I  have  identified  the  student  services  and 
the  library  elements  of  the  indirect  cost  pool/  and  these 
are  really  insignificant.  It  is  somewhat  insignificant 
related  to  the  total  because  they — But  they  relate  to  the 
population  of  individuals  involved/  the  research  assistants/ 
and  those  involved  in  research  who  use  the  library. 

The  indirect  cost  grade  is  calculated  by  adding 
amounts  determined  under  these  seven  pools  and  dividing  that 
research  pool  total  by/  in  this  case,  by  salaries  and  wages; 
and  included  in  those  salaries  and  wages  are  the  contributed 
costs/  or  perhaps  they  might  be  identified  as  shared. costs/ 
as  I  indicated  in  the  previous  slide/  where  the  individual 
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contributed  25  percent  of  his  time.  By  putting  that  in  the 
denominator  of  the  fraction*  the  indirect  cost  rate  is 
reduced.  Investigators  frequently  like  to  indicate  when  they 
submit  their  grant  applications  to  the  Federal  agencies 
that*  although  they  were  only  asking  that  the  grant  pay  for 
10  percent  of  their  time*  they  really  are  spending  25  to  50 
percent  of  their  time  on  the  research.  That  has  an  effect  on 
the  indirect  cost  rate  because  it  is  treated  as  if  it  were  a 
direct — as  if  it  were  part  of  the  denominator  of  that 
f rac  t i on. 


Uell*  1  could  go  on  and  tell  you  a  number  of 
things  about  how  the  university  handles  its  indirect  costs. 
Perhaps  I  might  just  say*  simply*  that  our  university 
divides  our  money  up  into  about  three  different  kinds*  under 
three  different  identification  headings.  We  have  our  general 
education  fund*  which  consists  of  the  appropriation* 
indirect  cost  recovery*and  tuition.  We  have  something  called 
restricted  funds*  these  would  be  monies  given  to  us  for  a 
specific  purpose*  such  as  direct  money  to  carry  out 
research*  and  then  we  have  agency  funds  in  which  we  really 
are  serving  as  the  agents  for  some  kind  of  enterprise  that 
perhaps  takes  place  on  our  campus  but  is  not  directly  and 
intimately  involved  with  the  university. 

Now*  the  general  fund  of  the  University  of  Iowa* 
then*  contains  the  indirect  cost*  and  that  general  education 
fund  is  budgeted  so  that*  unlike  some  universities*  those 
indirect  costs  don't  go  back  to  the  departments  to  be 
distributed*  they're  budgeted  for  the  entire  university. 

That  gives  Dr.  Abboud  a  reason  to  complain  if  our  purchasing 
office  isn't  functioning  properly*  or  if  our  personnel 
office  isn't  functioning  properly*  but  he  doesn't  have  to  go 
out  and  carry  out  those  functions  himself.  The  university 
provides  those  functions.  So  if  the  university — if  we  don't 
cover  our  true  and  legitimate  indirect  cost*  then  we  have  to 
find  the  money  someplace  else*  and  we  would  find  it  either 
from — in  the  case  of  our  institution — we  would  pass  it  on  in 
the  form  of  tuition*  or  we  would  have  to  get  the  State  to 
appropriate  more  money  so  that  we  could  meet  our  budget.  In 
one  way  or  another*  we  provide  those  indirect  services  that 
our  scientists  need  to  conduct  their  research*  but  it  may  be 
through  sources  other  than  indirect  cost  recovery. 

There  is  no  profit  in  indirect  costs.  That  should 
be  very  clear  to  everyone.  In  fact*  if  we  are  paying 
interest  on  a  piece  of  equipment  on  a  lease/purchase 
arrangement  of  some  sort*  we  can't  recover  that  in  indirect 
costs.  There  are  a  number  of  things  of  this  sort  that  are 
technical*  but  I  just  simply  want  to  bring  them  up  because 
they  are  important  in  the  overall  scheme  of  things. 

Well*  I  think  I  have  far  too  much  to  say — that  I 
might  say.  The  cost*  the  indirect  costs  of  research  are 
going  up  very  rapidly*  there  is  no  question  about  that.  And 
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many  of  those  indirect  costs  are  related  to  governmental 
regulations  that  are  not  directly  related  to  research  but 
impinge  upon  research.  The  dollars  that  are  spent — and  I 
don't  mean  to  say  that  they  are  improper  or  anything  like 
that — but  to  meet  OSHA  standards^  Environmental  Protection 
standards*  Affirmative  Action  requirements — all  of  these 
things  are  costing  universities  more  and  more  money*  and 
university  financing  is  becoming  more  and  more  difficult  so 
that  the  thing  we  are  talking  about  today — indirect  costs 
related  purely  to  research  grants — has  a  much  bigger  impact 
on  the  university  than  we  would  think  about  with  just  that 
simple  proposition — indirect  cost  of  research. 

It  has  an  impact  on  everything  we  do*  and  I  will 
say  again  that  in  order  to  really  understand  what  the 
universities  are  up  against*  the  people  who  deal  with  them 
and  our  own  faculties  must  understand  how  they  are  financed 
and  what  their  multiple  missions  are. 

Thank  you. 

DR.  FREDRICKSON:  Thank  you*  Jack.  Why  don't  you 
stay  there  just  a  moment.  Perhaps  there  are  questions  that 
people  may  have  about  the  Iowa  system.  I  would  like  to  start 
off  with  one:  Do  I  gather  that  at  the  University  of  Iowa  you 
feel  that  there  are  costs  of  research  that  are  not 
reimbursed  by  indirect  costs? 

DR.  ECKSTEIN:  Oh*  yes.  One  example  would  be 
university-purchased  equipment.  You  know*  there  is  no  way 
that  we  could*  with  6-2/3  percent — -if  that  is  the  true 
figure*  and  I  might  be  in  error — but  6-2/3  percent  of  the 
original  cost  per  year  would  not  permit  us  to  build  up  any 
kind  of  a  fund  so  that  we  could*  for  example*  buy 
state-of-the  art  equipment  in  large  amounts. 

Our  business  officer  told  me  the  other  day  that 
according  to  their  calculations*  we  were  recovering 
approximately  75  percent  of  indirect  costs.  Now*  I  don't 
know  if  he  meant  allowable  indirect  costs  or  the  totality  of 
the  indirect  costs. 

DR.  FREDRICKSON:  Do  you  think  anybody  really 
knows*  Jack?  Is  it  possible  to  calculate  at  all? 

DR.  ECKSTEIN:  Well*  auditors  seem  to  find  ways  to 
make  these  things  seem  very  precise. 

DR.  FREDRICKSON:  Jim  Kelly? 

MR.  KELLY:  Do  you  have  a  teaching  hospital? 

DR.  ECKSTEIN:  Yes. 

MR.  KELLY:  Do  you  charge  any  of  the  costs  that  are 
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incurred  for  research  in  the  hospital  to  research*  or  are 
they  predominantly  charged  against  the  patient  expenses? 

DR.  ECKSTEIN:  As  far  as  I  know*  u/e  have  no  charges 
against  research,  but  I  could  be  wrong  about  that. 

MR.  KELLY:  It  is  a  significant  element  in  the 
medical  school  that  a  very  substantial  amount  of  research, 
and  an  increasing  amount  of  research,  is  occurring  in 
hospital  settings;  and  there  is  an  increasing  awareness  on 
the  part  of  the  Federal  establishments  and  the  non-Federal 
establishments,  Blue  Cross/Blue  Shield,  that  reimburse  for 
these  hospitals,  that  they  are  incurring  a  cost  which  they 
believe  may  inappropriately  be  charged  for  patients;  and  I 
think  this  may  be  a  future  problem. 

DR.  ECKSTEIN:  I  think  the  cost  accounting  that 
takes  place  in  our  hospital  may  be  able  to  answer  that 
question  for  you.  I  don't  have  that  information. 

DR.  FREDRICKSON:  Barbara  Hansen? 

DR.  HANSEN:  To  what  degree  do  you  see  the 
inflationary  increases  entered  as  an  indirect  cost  as 
disproportionate  to  the  direct  cost  increases?  For  example, 
with  OSHA,  there  certainly  is  a  cost  to  the  investigator  who 
has  to  fill  out  the  forms  and  get  the  physical.  I  am  asking 
you,  is  there  a  disproportion,  or  are  we  really  dealing  with 
the  total  research  cost  increase? 

DR.  ECKSTEIN:  Well,  I  think  we  are  dealing  with  a 
total  increase  in  the  cost.  It  disturbs  me  that  costs  are 
going  up,  but  it  doesn't  surprise  me  that  indirect  costs  are 
going  up  so  rapidly  because  of  the  multiplicity  of  things 
that  we  have  to  respond  to. 

I  was  in  this  same  room  about  two  years  ago.  I  was 
triggered  to  comment  on  the  Heart  Institute  fact  book.  Bob 
Levy  will  recall,  I  think.  There  was  this  diagram  that 
simply  showed  the  rate  at  which  indirect  costs  were  going  up 
and  the  rate  at  which  direct  costs  were  going  up  and  no 
explanation.  I  took  a  little  bit  of — I  guess  you  might  say  I 
took  offense  at  that.  I  thought  there  should  have  been  two 
or  three  sentences  of  explanation.  It  doesn't  surprise  me 
that  indirect  costs  are  going  up  quite  rapidly. 

DR.  FREDRICKSON:  Stuart? 

DR.  BONDURANT:  Yes.  I  wanted  to  make  the  specific 
contribution  of  some  numbers,  for  what  they  may  be  worth, 
and  then  a  general  sort  of  observation.  The  specific 
contribution  is,  to  answer  your  question  about  unrecovered 
indirect  costs,  for  the  University  of  North  Carolina  at 
Chapel  Hill,  a  study  has  been  done  of  unrecovered  indirect 
costs,  applying  the  kinds  of  arbitrary  things  that  Jack 
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mentioned^  as  to  what  constitutes  the  legitimate  costi  but 
not  including  the  very  important  things  that  Dave  Kipnis 
mentioned  earlier  as  legitimate  charges  against  indirect 
cost  if  one  ever  really  did  a  thorough  charge^  and  that  is/ 
for  example*  the  creation  of  the  environment  in  which  the 
investigators  work. 

But  I  have  here  the  data  for  the  last  three  years# 
according  to  this  particular  accounting  procedure  which 
shows#  and  this  is  not  just  for  the  medical  school”-this  is 
for  the  entire  University  of  North  Carolina  at  Chapel  Hill 
for  1978-79#  for  example#  with  total  awards  amounting  to  ^63 
million.  The  indirect  costs  incurred  were  $15  million#  and 
the  indirect  costs  recovered#  or  the  receipts#  were  $9.3 
million#  so  that  they  identified  $5.7  million#  or  38  percent 
of  the  total  indirect  costs#  which  were  not  recovered.  I 
think  that  is  in  the  ballpark  of  the  75  percent  number  that 
Jack  gave.  If  it  should  ever  be  of  any  interest#  someone 
could  track  down  how  these  numbers  were  generated — but  I 
must  say#  in  each  category  it  would  be  arguable#  and  I  would 
be  prepared  to  elaborate  on  Dave  Kipnis's  list  by  putting  in 
a  lot  of  other  things  that  I  think  were  not  included  in  that 
category. 


If  I  may#  then#  just  add  a  general  observation.  As 
the  morning  has  gone  on#  I  have  found  it  sort  of  interesting 
to  step  back  a  little  distance  from  the  problem#  and  I 
wonder  if  perhaps  others  around  the  table —  Let  me  just 
make  the  observation  and  then  see  if  it  will  stimulate  some 
further  discussion  for  the  future. 

He  are  looking  at  a  tree#  and  we  are  surrounded  by 
the  forest.  It  was  not  inevitable  that  the  forms  of  research 
support  that  are  used  in  this  country  today  have  come  into 
being#  and  there  are  other  means  in  which  the  public  welfare 
can  be  served  by  channelling  dollars  into  the  research 
enterprise#  and  it  may  even  be  well  to  back  away  for  some 
distance  and  see  the  problem  that  we  are  addressing  today  in 
those  broader  contexts.  For  example#  on  the  one  extreme#  the 
Federal  Government  could  contract  with  individual 
investigators  who  could  literally  "have  grant#  will  travel#" 
and  negotiate  independently  for  the  lowest  indirect  cost 
place  that  will  house  them;  and  those  with  oceanside  vistas 
and  other  things  that  might  raise  their  indirect  cost  rates# 
and  those  who  live  in  unattractive  places#  might  lower  them 
in  order  to  compete  for  the  investigators. 

At  the  other  end  of  that  spectrum#  the  Government 
might  opt  to  simply  endow  universities  and  step  back  and  let 
the  universities  divide  up  the  money  among  the 
investigators.  With  a  little  bit  of  imagination#  you  can 
fill  in  between  these  two  ends  of  the  spectrum  a  whole  array 
of  different  kinds  of  processes  for  doing  this. 

Now#  this  doesn't  lead  me  to  any  specific 


suggestion/  but  as  you  said  at  the  outset/  the  purpose  here 
is  not  to  develop  specific  suggestions.  It  does  put  the 
issues/  I  think/  in  a  little  different  kind  of  a  context. 

The  final  thing  I  would  like  to  observe  is  that  it 
does  seem  to  me  that  a  part  of  the  misunderstanding  that  we 
have  heard  this  morning  between  faculty  and  institutions 
derives  from  the  fact  that  the  system/  as  it  has  derived 
over  time/  has  included  in  it  certain  ambiguities  as  to  the 
authorities  and  the  responsibilities  and  even  the  interests 
of  the  various  actors  on  the  scene — and  by  the  various 
actors/  I  mean  specifically  the  investigators/  the 
institutions/  and  the  Federal  Government/  or  the  public 
interest.  There  are/  it  seems  to  me/  legitimate  ambiguities 
that  have  been  reflected  in  comments  around  the  table  this 
morning.  Sometimes  ambiguities  are  useful/  and  I'm  not  sure 
that  this  isn't  one  of  those  times;  but  I  think  that  we 
should  at  least  be  aware  as  we  attempt  to  address  the 
problem  that  part  of  the  reasons  that  we  are  not  hearing — in 
Dr.  Uilson's  terminology/  that  we  should  hear  each  other  and 
not  just  listen — is  because  of  those  genuine  ambiguities  as 
to  the  definition  of  the  responsibilities  and  the 
authorities  of  the  institutions  in  relation  to  the 
investigators  in  relation  to  the  donor  of  the  source  of  the 
money. 


DR.  FREDRICKSON:  I  think  that  is  very  helpful.  You 
know/  the  greatest  ambiguity  of  all  is  the  thought  that  you 
can  have  a  university  without  research/  and  that  is  in  the 
minds  of  all  of  us/  but  it  doesn't  exist — a  university — by 
that  definition. 

Ue '  1 1  go  around.  I'll  get  to  you/  Estelle/  in  just 
one  minute.  Kenneth  Brown/  you  had  your  hand  up  first. 

DR.  BROWN:  Yes.  I  wanted  to  ask  Dr.  Eckstein/  Do 
you  feel  that/  thus  far/  in  your  indirect  cost  recoveries/ 
do  you  feel  that  they  have  thus  far  kept  up  with  the  effects 
of  inflation? 

DR.  ECKSTEIN:  Well/  they  are  negotiated  annually/ 
of  course.  The  negotiation  taking  place  in  the  current 
academic  year  was  based  on  data  from  the  previous  academic 
year/  and  the  costs  are  recovered  in  the  next  academic  year. 
So  there  is  a  period  of  two  years  of  inflation  involved 
there/  and  I  would  guess/  just  from  that  alone/  my 
presumption  would  be  that  they  were  not  keeping  up  with  the 
cost  of  inflation. 

DR.  BROWN:  But  as  far  as  you  know/  it  is  only 
because  of  that  relatively  short  lag  period  that  it's  not 
keeping  up. 


DR.  ECKSTEIN:  No/  I  wouldn't  say  only  that.  I  just 
simply  don't  know  enough  about  the  technicalities  to  tell 
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you.  I  do  have  a  figure  that  was  provided  to  me  by  our 
Office  of  Sponsored  Programs  that  may  be  of  some  interest. 
During  the  period  1970  to  1979*  the  University  of  lowa^s 
actual — I  presume  our  own  auditing — our  actual  indirect 
costs  were  ^50  million*  but  we  were  reimbursed  $40  million. 
That  meant  over  $10  million  was  shifted  from  educational 
programs  to  cover  these  other  costs- 

DR.  FREDRICKSON;  Is  this  for  research? 

DR.  ECKSTEIN:  Yes*  for  research. 

DR.  BROWN:  How  much  did  your  percent  of  indirect 
cost  allowance  go  up  over  that  period? 

DR.  ECKSTEIN:  I  can't  tell  you.  I  believe  it's  61 
percent  now  of  salaries  and  wages*  and  I  would  guess  that  we 
were  in  the  high  40s  ten  years  ago — maybe  50  percent.  I 
can't  tell — 


DR.  FREDRICKSON:  This  is  61  percent  of  salaries 
and  wages*  though. 

DR.  ECKSTEIN;  Salaries  and  wages*  yes. 

DR.  FREDRICKSON;  Not  to  add  to  any  confusion. 

DR.  ECKSTEIN;  I  think*  if  I'm  not  mistaken*  that 
we'll  be  at  about  35  percent  of  total  direct  costs  next 
year. 

DR.  FREDRICKSON:  Estelle? 

MR.  KELLY:  Using  the  personal  services  on  the 
original  chart*  I  have  computed  it  at  39  percent. 

DR.  RAMEY:  One  of  the  things  that  hasn't  come  up 
which  is  in  line  with  Dr.  Abboud 's  two  slides  and  Don's 
comment  about  the  point  of  a  university  and  research  is  that 
the  research  grants  in  this  country  have  been  used  to  train 
the  next  generation  of  researchers*  and  that  is*  to  my  mind* 
one  of  the  more  important  aspects  of  research  support* 
because  in  any  institution  I  have  been  associated  with*  it 
would  have  been  impossible  to  support  the  cost  of  training 
Ph.D.s  in  the  basic  sciences  without  the  funding  from  the 
outside*  and  the  cost  of  training  students  is  hidden  in  the 
research  grants  in  many  ways*  but  perhaps  because  it  is 
necessary  to  hide  it  because  of  the  rules  and  regulations* 
but  it  is*  to  my  mind*  a  most  important  facet  of  the 
responsibility  of  a  university*  aside  from  the  output  of  the 
research  itself*  to  train  the  next  generation  of  scholars 
and  creative  people*  and  that  cost  is  a  teac h ing-“i t ' s 
instructional*  but  it's  instructional  in  a  very  special  way* 
and  when  you  set  down  how  much  time  you  put  in  your, 
teaching*  most  of  us  who  have  graduate  students  and 


post-docs  are  hard  put  to  know  how  much  time  in  teaching  is 
spent  in  talking  to  our  graduate  students.  What  is  usually 
very  obvious  is  the  number  of  hours  we  lecture^  which  is 
trivial  as  compared  to  the  number  of  hours  put  in  teaching 
students^  and  I  don't  know  how  one  cost-accounts  for  that> 
but  the  university  in  that  sense  is  paying  for  a  tremendous 
amount  of  instruction  which  it  does  not  ordinarily  consider 
instructional  cost. 

DRo  FREDRICKSON:  Frank  Abboud.  and  I  think  then 

Jack. 

DR.  ABBOUD:  Yes.  I  had  a  comment*  really  a 
question  about  how  much  indirect  cost  isn't  retrieved  by  the 
university*  and  I  tried  in  that  pie  to  show  a  contribution 
of  the  university  that  explains  the  percent  effort  that 
investigators*  in  fact*  devote  to  the  grant  that  is  not  paid 
by  the  grant.  So  one  could  view  this  as  a  major  component  of 
costs  to  the  university  not  shown  in  the  indirect  costs  as 
such  for  these  categories.  That*  we  can  get  a  very  solid 
handle  on. 


With  respect  to  patient  care*  in  our  program 
project  grant*  we  carry  out  studies  on  patients*  and  on  the 
slide  where  I  showed  patient  input  there*  this  is  patient 
input  that's  free.  I  am  talking  now  of  the  volunteer*  the 
patient  who  permits  certain  experimental  studies  to  be 
carried  out.  Now*  when  a  procedure  is  carried  out  purely  for 
experimental  purposes*  the  patient  isn't  charged  for  that. 
Then  our  university  hospital  has  allowed  us  to  do  that.  Now* 
I  am  sure  Dr.  Kipnis  will  talk  a  little  more  about  the 
clinical  research  center  type  operation*  where  the 
accountab i 1 i ty  for  procedures  carried  out  on  patients  may  be 
c  1  earer. 


DR.  FREDRICKSON;  Frank*  you  must  forgive  one 
moment  of  amusement  when  I  asked  you  how  many  grants  you  had 
in  your  department  and  you  couldn't  answer*  and  I 
understand.  To  contrast  that  situation  with  Henry 
Kirschenmann 's  feeling  that  you've  got  to  be  sure  you 
allocate  costs  precisely  to  each  of  those  grants*  I  just 
want  to  point  out  that  you  gave  us  an  illustration  of  the 
difficulties  of  that  dilemma.  We'll  come  back  to  that.  Linda 
Wilson? 


DR.  WILSON;  When  you  spoke  of  the  ambiguity*  and 
perhaps  it  is  a  valuable  ambiguity*  I  couldn't  help  but 
smile  because  in  the  Commission's  first  report  on 
accountability*  in  its  forthcoming  report  on  funding 
mechanisms*  we've  been  struck  by  the  fact  that  we  have  a 
very  good  grant  system  for  choosing  what  research  to 
support*  but  that*  as  a  matter  of  fact*  it  is 
counterproductive  for  managing  the  grants  once  they  are  in 
place — administering  them*  or  even  being  accountable  for  the 
funds.  The  two  work  in  opposition  to  each  other. 
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Furthermore!  the  general  purpose  for  which  the 
support  is  obtained  is  not  something  on  which  there  is  now 
any  more  real  agreement  between  Congress;  NIH;  the 
university  administrators;  and  the  faculty  members  who  are 
actually  operating  the  grants.  Some  of  Dr.  Ramey ^s  comments 
about  how  critical  it  is  to  be  supporting  young 
investigators;  Dr.  Abboud's  slide  which  put  up  that  the 
common  goal  of  the  research  programs  was  to  train  young 
investigators — that  is  not  what  Congress  thinks  it  is 
providing  the  support  for. 

I  don^t  know  whether  it^s  wise  to  try  to  sharpen 
up  the  focus.  I'm  not  sure  but  what  we  might  lose  the  value 
of  all  research  support  and  do  the  country  a  tremendous 
amount  of  damage.  If  we  do  sharpen  that  up;  we  should 
thoroughly  understand  among  this  group  here  that  that  is  one 
of  the  fundamental  problems. 

I  would  also  like  to  make;  on  a  much  more  crass 
plane;  some  comments  about  why  indirect  costs  seem  to  be 
going  up  more  rapidly  than  direct  costs.  The  composition  of 
the  indirect  cost  pools  include  kinds  of  costs  in  which 
inflation  has  been  increasing  at  a  more  rapid  rate  than  in 
direct  costs.  For  one  thing;  in  universities;  direct  costs 
are  predominantly  direct  research  salaries.  That  is;  much 
more  of  our  money  in  the  universities  and  in  the  funded 

research  projects  is  going  for  salaries  than  for  any  other 

kind  of  cost.  In  universities;  salaries  have  come  nowhere  up 
to  the  cost  price  index — not  the  professional  salaries;  not 
the  technician  salaries;  not  the  secretarial  salaries.  On 
the  other  hand;  we  are  required  by  law  to  keep  up  with  the 
prevailing  wage  rates  of  the  kinds  of  people  who  are  in  the 
indirect  cost  pools;  the  foremen;  the  operations  and 
maintenance  people;  the  electricians;  the  carpenters. 
Furthermore;  the  utilities  have  increased  at  an  enormous 
rate.  So  when  you  look  at  the  rise  in  indirect  cost  rates; 

you  not  only  have  to  look  at  the  rise  because  of  the 

additional  regulations;  you  have  to  look  at  the  rise  in  the 
kinds  of  costs  that  fall  in  those  pools.  It's  an  exceedingly 
complex  matter;  and  I  think  that  is  my  fundamental 
point — that  any  simple  solution  or  any  simple  statement  of 
the  problem  is;  a  priori;  wrong. 

DR.  FREDRICKSON:  Jack  Eckstein? 

DR.  ECKSTEIN:  I  had  a  comment  I  wanted  to  make; 
but  I  hate  to  say  anything  because  what  was  just  said  is 
very  important;  and  I  don't  want  to  dilute  the  impact  of 
that  statement;  but  I  would  like  to  say  there  is  another 
complicating  issue  in  the  subject  of  indirect  costs;  and 
that  is;  we  call  it  the  principle  of  multiple  beneficiaries 
of  our  efforts  in  the  university.  For  example;  the  internist 
making  rounds  on  the  wards  or  taking  care  of  patients  is 
doing — the  attending  physician — is  doing  several  things: 
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teaching  students?  taking  care  of  the  patient?  and  also  may 
even  be  collecting  data  for  some  investigative  purpose?  and 
{ne'vB  struggled  with  that  in  time-effort  reporting  for  other 
purposes.  We  had  to  give  it  up  because  we  discovered  if  we 
had  more  than  one  kind  of  time-effort  reporting?  you  get  one 
set  for  a  board  of  regents  that  talks  about  multiple 
beneficiaries  and  another  set  for  the  Federal  Government.  We 
really  have  got  problems. 

DR.  FREDRICKSON:  Your  counterpart  from  the 
hospital  wants  to  respond  to  that.  Yes?  Julie? 

DR.  KREVANS:  I  would  like  to  restate  what 
Professor  Ramey  said?  but  in  a  slightly  different  way.  Not 
only  doesn't  it  trouble  me  that  we  are  educating  young 
people  in  research  careers?  and  I  won't  say  under  the  guise? 
but  I  will  say  in  the  midst  of  exciting  research?  I  think 
that's  one  of  the  real  powers  of  the  way  we  have  approached 
this  problem.  If  you  turn  this  thing  around  the  other  way?  I 
think  you  can  make  a  case  that  we  are  stealing  from  the 
educational  funds  that  we  get  for  research  training  and 
secretly  doing  research  with  them?  because  some  of  the  very 
best  research  being  done  in  our  institutions  is  being  done 
by  people  on  training  grants?  both  in  the  doctoral  and 
postdoctoral  level?  and  I  never  felt  it  was  a  disgrace  that 
we  are  taking  these  training  grant  funds  and  actually  doing 
research  with  them. 

So  the  whole  point  of  this  is  that  it  works 
because  of  this  mixed  function?  and  while  that  makes  it 
difficult  for  accounting?  I  am  reminded  that  just  this  week 
we  gave  an  award  to  a  colleague  of  ours  named  Dr.  Stead  who 
would  say — among  his  famous  quotations — to  house  officers 
who  were  complaining  bitterly?  "I  know  life  is  hard?  but 
what's  wrong  with  the  patient?" 

DR.  FREDRICKSON;  Leon? 

DR.  EISENBERG:  I  think  the  difficulty  with  the 
ambiguity  is  that  in  the  presence  of  scarcity?  we  are 
turning  on  each  other.  This  meeting  has  made  it  even  more 
evident  than  it  was  before  that  there  is  such  a  division 
between  faculty  and  administration  at  universities?  that  if 
I  were  working  for  the  Office  of  Management  and  Budget?  all 
I  would  have  to  do  is  cut  costs  from  the  outside.  Those  on 
the  inside  would  take  care  of  each  other. 

The  fact  that?  as  a  way  to  make  the  enterprise  go? 
the  medical  student?  student  education  is  supported  out  of 
patient  care  funds  and  research  funds  is  not  a  moral 
problem?  but  it  becomes  a  very  difficult  realistic  problem 
when  we  are  being  challenged  on  both  sides  about  the  use  of 
those  funds.  You  can  take  the  Nixon  approach?  which  is  that 
since  doctors  make  lots  of  money?  and  they  do?  they  ought  to 
pay  for  their  own  education?  and  follow  the  course  of  a 
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number  of  private  universities;  uihich  is  rapidly  growing. 

NotJ»  if  that's  your  notion  of  social  justice#  that's  fine; 
it  doesn't  happen  to  be  mine.  But  we#  within  the 
universities#  I  think#  are  making  that  a  more  likely  outcome 
because  of  the  kinds  of  fighting  about  allocation  of  cost. 

This  difficulty  didn't  arise  when  there  was  enough 
money  to  smear  around  for  everybody.  One  could  have  always 
used  more#  but  there  was  plenty  to  go  on.  Now  that  it's 
short#  we  have  fighting  within  the  university.  Now#  I  think 
there  are  occasions  in  which  we  could  join  together  and 
fight  the  kind  of  social  decisions  which  lead  to  the  total 
limit  on  research  and  health  costs  because  it  is  thought 
more  valuable  to  build  tunnels  for  missiles.  That  is  an 
argument  we  needn't  have  here.  But  when  we  fight  with 
ourselves  about  this#  when  nobody  can  propose  an 
alternative —  I  mean#  for  example#  there  is  often  the 
implication  of  faculty  that  because  the  university  wants  to 
recover  research  costs#  the  president- — or  dean  or 

whoevei - doesn't  believe  in  research.  Well#  I  don't  think 

that's  true  at  all. 

The  issue  is#  How  do  we  run  it  efficiently? — not# 
How  do  we  fight  over  who  gets  what  from  whom? 

DR.  FREDRICKSON:  Howard? 

DR.  TEMIN:  As  a  faculty  member  who  has  little 
administrative  responsibility  except  my  own  grant#  I  have 
learned  a  great  deal  from  this  discussion#  because  I  had 
never  realized  how  indirect  costs  were  calculated  or  the 
exact  differences  between  incremental  funding  and 
cost-average  funding#  and  I  think  that  is  probably  true  of 
the  majority  of  faculty  who  are  primarily  concerned  with 
their  research#  and  it's  true  that  probably  unrealistically 
we've  felt  that  the  administration  is  going  to  profit. 

Part  of  the  additional  problem  is  that  the  kind  of 
things#  the  questionnaires  we  get — up  until  this  discussion# 
I  hadn't  realized  that  they're  in  another  language  and  deal 
with  a  different  kind  of  reality  than  that  which  we  deal 
with.  We  deal  with  numbers.  That  is  our  whole  being#  to 
generate  numbers#  and  we  put  a  high  degree  of  rigor  in  the 
numbers  that  we  generate#  and  all  kinds  of  tests  of 
reproducibility  and  reality.  So  when  we  get  a  form  requiring 
us  to  put  down  numbers#  we  tend  to  think  that  those  are  the 
same  kind  of  numbers#  and  now  I  realize  that  they  are  not  at 
all  that#  they  have  nothing  to  do  with  this  same  kind  of 
reality#  but  have  to  do  with#  as  Dr.  Eisenberg  said#  the 
created  fictions#  the  language  that  auditors  use  when  they 
talk  to  each  other#  and  I  would  be  very  interested  in 
hearing  what  they  think  their  numbers  mean.  They  don't  mean 
the  same  thing  that  our  numbers  mean#  and  it  would  be  a  lot 
of  help  to  us  to  realize  this.  Then  we  wouldn't  have —  Every 
time  I  get  a  form#  I  cross  out  things  and  put  disclaimers 
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because  I  don't  like  to  sign  things  that  don't  represent  my 
notion  of  reality.  But  I  am  sure  this  just  goes  in  a  file. 
It's  a  signed  form*  and  my  colleagues  and  I  could  save  a  lot 
of  worry  if  uie  accepted  this*  and  this  is  in  a  sense  the  two 
kinds  of  books  that  I  understand  corporations  do  keep  for 
the  Federal  Government*  and  we  should  do  the  same  thing* 
because  it  seems  that  the  auditors  can't  accept  the  fact 
that  we  do  a  lot  of  different  things  at  once*  and  so  we 
can't  break  it  up*  but  maybe  we  should  just  do  this 
arbitrarily  and  not  be  at  all  bothered*  because  it's  a 
reflection  of  a  kind  of  reality.  All  of  the  efforts  are  to 
the  common  goal. 

The  other  point  that  I  wanted  to  make  as  a  faculty 
member  in  response  to  this  is  that  we  do  sympathize  a  lot 
with  the  administration  of  our  own  institution.  We  accept 
and  see  that  at  our  institution  we've  been  cited  by  the 
Wisconsin  OSHA*  and  we've  been  fined  by  the  Nuclear 
Regulatory  Commission*  and  so  forth.  And  so*  in  response  to 
these  things*  we've  seen  an  enormous  increase  in  the 
bureaucracy  to  handle  this*  and  we  have  locked  cages  for 
radiation  so  a  whimsical  thief  can't  steal  one  microcurie  of 
tritium  and  so  forth*  and  these*  then*  all  go  into  the 
indirect  costs*  which  go  up*  and  we  understand  that  our 
administration  is  not  responsible  for  that  and  that  NIH  is 
not  responsible  for  a  lot  of  this. 

So  my  question  to  the  head  of  the  table  would  be* 
what  efforts  NIH  makes  in  terms  of  all  of  these  regulations 
to  have  exemptions  for  laboratories  in  small  quantities* 
chemicals  and  isotopes  particularly*  so  that  we  won't*  as 
often*  find  ourselves  in  with  industry*  and  this  is  a 
ballooning  of  indirect  costs  where  faculty  and 
administration  share  our  position  to  the  outside — where  we 
feel  that  this  is  something  very  unrealistic  in  terms  of  any 
benefits  to  health  and  safety. 

DR.  FREDRICKSON:  A  fair  question*  Howard*  but  this 
isn't  the  time  to  answer  it.  I  think  that*  if  I  may*  I  will 
say  that  the  morning  has  been  a  success*  if  measured  only  in 
the  greeting  of  Howard  Temin*  but  there  has  been  a  great 
deal  more.  I  would  like  us  to  keep  on  time*  and  1  would 
suggest  that  we  adjourn  now  for  lunch  and  promptly 
reassemble  at  1:30.  Thank  you. 

(Whereupon  the  meeting  was  recessed  for  lunch  at 
12: 06  p . m. ) 
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AFTERNOON  SESSION 

(1:35  p .  m.  ) 


DR.  FREDRICKSON:  The  meeting  will  please  return  to 
order.  I  have  one  announcement  to  make.  I  want  to  invite  all 
the  participants  here  in  this  room  to  the  Office  of  the 
Director  this  evening^  where  we  unwind  for  about  half  an 
hour  after  these  meetings.  You  are  invited  to  come. 

I  want  to  welcome  John  Lordan  from  the  0MB  who  has 
joined  the  table.  I  don't  think  anyone  else  has  come  in>  but 
we're  expecting  a  couple  of  more  consultants  before  the 
afternoon  is  out. 

Well/  let's  go  again.  Let's  hear  about  indirect 
costs  this  time.  We  want  to  turn  now  to  a  private 
university — as  though  it  made  a  great  deal  of  difference.  I 
don't  know  whether  it  does  or  not.  But  we're  delighted  to 
have  both  David  Kipnis/  the  Chairman  of  the  Department  of 
Medicine  at  Washington  University/  Barnes  Hospital  in  St. 
Louis/  and  also  Bill  Danforth/  the  Chancellor  of  that 
institution/  to  lead  us  through  some  more  figures.  David? 

DR.  KIPNIS:  Figures  sometimes  can  be  somewhat 
distorted/  and  I  am  reminded/  if  I  may  just  diverge  for  a 
second/  about  a  story  I  heard  recently/  having  had  a 
daughter  married/  about  two  women  in  their  '50s/  Martha  and 
Jean/  who  met  on  the  street  and  hadn't  seen  each  other  for 
about  seven  or  eight  years.  Martha's  daughter/  Louise/  had 
just  been  married/  and  Jean  asked  Martha  what  kind  of  young 
man  she  married/  and  Martha  thought  that  her  new  son-in-law 
was  a  gem.  Louise  was  able  to  sleep  late  in  the  morning/  and 
her  husband  got  up  and  made  his  own  breakfast/  bicycled  to 
work  so  that  she  could  have  the  car/  had  a  maid  twice  a 
week/  and  actually  gave  her  a  fur  coat  on  her  first  wedding 
anniversary. 

And  Martha  asked  Jean  what  kind  of  gal  her  son 
Harold  married/  and  Jean  said/  "A  real  bum.  She  doesn't  get 
up  in  the  morning/  makes  him  make' his  own  breakfast/  ride  a 
bike  to  school/  forces  him  to  have  a  maid/  and  had  him  buy 
her  a  fur  coat. " 

And  I  think  that  several  of  the  speakers  before  me 
referred  to  the  fact  that  I  don't  think  that  the  numbers  and 
the  analysis  of  the  numbers  resolve  what  should  be  a 
philosophical  and  political  decision.  I  would  suggest  to  you 
that  a  significant  number  of  faculty  in  the  Department  of 
Medicine  have  become  increasingly  sophisticated  in  the 
issues  of  indirect  cost/  in  terms  that  they've  used  a  wide 
variety  of  techniques  to  sustain  their  research  operation. 

Don  circulated  this  to  the  participants  prepared 
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by  one  of  your  own  (before  he  joined  you)  in  terms  of  how  a 
laboratory  was  supported;  and  when  I  met  in  the  Chancellor's 
office  in  preparation  for  this#  the  accountant  said<  "My 
God#  if  that's  the  model  the  Government  wants#  it's  a 
nightmare."  On  the  other  hand#  the  investigators  shrugged 
their  shoulders  and  said#  "Boy#  he's  really  very  good.  He's 
been  scrambling  and  hustling  all  of  his  life." 


So  I  would  emphasize  the  fact  that  a  significant 
number  of  my  faculty  are  not  disillusioned  with  the 
university  at  all.  They're  convinced  that  policy  decisions 
have  been  made  and  that  technocrats  have  been  put  into  the 
field  to  enforce  them  with  harrassments  of  all  sorts.  It's 
an  attitude  with  which  I  agree#  because  I  don't  think  that 
there  will  be  a  resolution  of  this  on  the  basis  of 
attempting  to  analyze  costs.  I  think  the  variations  would  be 
very  minimal#  and  it's  a  fundamental  issue#  a  political 
issue. 


Now#  the  basic  premise  that  we  are  operating  on  is 
that  for  the  public  good#  the  Government  is  supporting 
research  and  wants  research  done.  As  a  consequence#  those 
institutions  who  honestly  feel  that  research  constitutes  a 
critical  element  of  the  total  academic  life  have  to  provide 
the  resources  in  one  way  or  another  to  attract  the  faculty# 
which  in  turn  attracts  the  next  generation  of  researchers  to 
provide  for  that  public  goal#  and  it's  in  that  context  that 
I  would  like  to  just  review#  as  a  chairman  of  a  department# 
and  then  turn  to  my  esteemed  colleague  and#  incidentally# 
scientist  who  is  a  member  of  the  Young  Turks.  We  are  very 
fortunate  at  Washington  University  to  have  a  chancellor  who 
was  a  Young  Turk#  too#  to  follow  up  with  our  own 
institutional  attitudes. 

Could  I  have  the  first  slide? 

(Slide. ) 

I  have  selected  for  discussion  three  kinds  of 
grants.  The  first  one  is  that  of  a  new  investigator#  a  young 
investigator  who  has  just  gotten  his  first  grant.  Now#  this 
individual#  following  extensive  training  in  medicine#  was  at 
the  NIH  for  three  years#  followed  by  a  fellowship  with  me 
for  a  year#  two  years  actually#  and  was  then  supported  by 
the  Department  of  Medicine  as  an  assistant  professor  with  a 
laboratory  technician#  consumable  supplies#  and  salary  until 
it  was  felt  that  he  was  a  totally  independent  and 
competitive  scientist  to  apply  for  a  grant.  This  he  did  and 
was  approved  and  funded  on  his  first  go— around. 

□n  the  left  are  the  direct  costs.  On  the  right  are 
indirect  costs  that  Dr.  Danforth  can  refer  to  in  more 
detail#  if  questions  are  asked.  They  were  filled  in  by  our 
comptroller  at  our  university  in  accord  with  current 
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reimbursement  scales  for  indirect  costs. 


Now*  in  that  initial  grant/  the  investigator 
applied  for  50  percent  of  his  salary.  All  of  our  assistant 
professors  who  are  brought  in  as  primary  academicians  are 
told  that  they  can  spend  a  minimum  of  75  percent  of  their 
time.  Their  actual  teaching  time  is  scaled  to  about  15 
percent  effort.  Now#  you  might  ask/  why  don't  they  put  in 
for  the  whole  amount?  And  the  fact  of  the  matter  is  that  the 
senior  investigators  who  review  these  grants  with  them  tell 
them/  "Well/  you  better  watch  what  the  study  section  is 
liable  to  say."  When  you  talk  about  efficiency/  I  would  say 
that  the  study  sections  introduce  a  great  deal  of  efficiency 
because  they  are  going  to  say/  "Well/  listen/  why  should  we 
pay  him  75  percent  of  the  salary?  But  if  that's  the  case/ 
we'll  have  to  take  that  technician  off." 

So  that/  by  experience/  many  investigators  are 
trained  to  put  in  not  for  their  total  costs  but  for  what  may 
be  perceived  as/  by  senior  investigators  who  are  fairly 
experienced  in  study  section  review/  the  psychology  that 
will  go  along  with  the  assessment  in  addition  to  the  quality 
of  science. 


Now/  in  addition  to  not  covering  for  that/  in  this 
grant  there  is  absolutely  no  secretarial  write-up.  After 
all/  the  study  sections  have  begun  to  say/  "Well/  what  does 
a  young/  new  investigator  need  any  secretarial  assistance 
for?"  And  if  he  puts  in  for  a  diener  or  a  dishwasher/  they 
will  cut  it  back  to  one-third  of  the  time/  even  though  it 
may  be  almost  a  full-time  operation. 

So  corresponding  to  the  grant  that  this 
constitutes/  the  principal  investigator  asks  for  50  percent 
of  his  income/  asks  for  20  percent  of  a  dishwasher  and  asks 
for  one  technician. 

Now/  when  it  comes  to  consumable  supplies/  the 
other  point  I  would  make  is  that  inflation  does  hit  this 
grant  because  it  was  approved  for  five  years.  It  is  in  its 
third  year  now/  but  the  direct  costs  are  fixed  for  five 
years.  The  indirect  costs  tend  to  be  negotiated  at  whatever 
interval  the  institutions  negotiate  with  the  parent 
organization/  so  that  at  times  updating  is  more  frequent 
with  respect  to  the  indirect  costs/  which  are  legitimate# 
than  they  are  with  the  fixed  costs  where  the  investigator 
attempted  to  put  in  some  degree  of  inflation/  but  you  can't 
put  down  8  or  10  percent  or  12  percent  increases  in 
salaries.  Study  sections  won't  look  at  that  either. 

So  usually  by  the  third  year/  consumable  supply 
budgets  are  inadequate  to  meet  the  horrendous  increase  in 
the  costs  of  tissue  culture/  fluids/  isotope  counting  vials/ 
et  cetera.  So  that  creates  a  problem  for  us. 
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I  also  put  doun  alterations  and  renovations  as 
zero.  One  of  the  major  issues  that  I  think  faces  our  whole 
academic  research  activity  is  the  fact  that  just  as  our 
national  industrial  base  has  suffered  by  a  failure  to  attend 
to  a  renovation  of  its  plant  and  an  updating  of  its 
equipment#  we  are  sitting  now#  after  15  years  of  neglect#  on 
academic  institutions  that  have  also  not  maintained  their 
physical  plant  and  updated  their  equipment#  and  one  doesnH 
have  to  go  very  far  but  just  outside  this  room  to  many  of 
our  friends'  laboratories  in  the  NIH  where#  again#  the 
physical  facilities  and  the  equipment  have  been  allowed  to 
decay  and  not  maintain  modernization#  and  I  find  it  rather 
interesting  that  when  one  looks  at  the  total  NIH  budget  and 
then  at  the  allocation  for  extramural  activities  to  the 
Division  of  Research  Resources#  that  research  resources 
constitutes  such  a  small  percentage  of  total  effort.  Now# 
that  is  not  to  say  that  it's  wrong.  It  may  very  well  be  that 
the  total  pie#  the  total  size  of  the  pie  is  inadequate.  We 
face#  I  think#  in  our  academic  institutions  around  the 
country#  as  well  as  at  the  NIH#  a  serious  deterioration  of 
our  physical  plant  with  no  updating. 

Now#  the  rest  of  these  kinds  of  expenses  are 
fairly  standard.  Approximately  33  to  35  percent  of  total 
cost  would  be  indirect  cost.  At  our  institution  it  is 
primarily  applied  against  salaries  and  wages.  I  forget# 

Bill#  what  it  is#  I  think  something  like  84  percent  of 
salaries  and  wages.  But  in  this  grant — which  is  fairly 
typical#  as  a  matter  of  fact#  of  our  institutional 
experience™! t 's  somewhere  around  35  percent  of  total  costs. 

Could  I  have  the  next  slide? 

(Slide. > 

Now#  the  next  slide  is  a  grant  in  its  19th  year# 
by  a  senior  investigator#  one  of  the  major  figures  in 
American  endocrinology.  This  is  one  of  two  research  grants# 
and  he  is  also  principal  investigator  with  a  major  research 
center.  Again  one  will  see  that  it's  very  heavy  primarily  in 
salaries  and  wages  and  relatively  limited  in  supplies#  and# 
again  the  total  indirect  costs  for  this  grant  constitute 
approx imately  35  percent  of  total  costs.. 

Now#  it's  very  interesting  to  look  at  this 
grant — one#  incidentally#  that  opened  a  whole  new  field.  On 
this  whole  grant#  there  is  a  total  of  .95 

full-time-equivalents  of  academic  force.  I  am  not  including 
research  assistants#  research  technicians#  or  secretaries  or 
dishwashers#  but  I  am  talking  about  faculty.  And  again  it 
was  the  assessment  of  this  senior  investigator — who 
collectively#  through  all  of  his  grants#  brings  in  about 
half  of  his  salary — that  in  his  judgment#  sitting  on  study 
sections#  there  is  a  strong  tendency  to  ask  how  such  an 
internationally  known  scientist  at  this  senior  level  can  ask 
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for  50  percent  or  30  percent  of  his  salaryi  even  though  he 
is  well  recognized  and  nobody  is  going  to  question  it.  So 
somebody  else  picks  up  the  cost#  and#  of  course#  it's  the 
institution#  and  it  then  goes  into  the  denominator  to#  in 
essence#  dilute  out  reimbursement  according  to  current 
regulations  for  the  cost  of  doing  research. 

So  I  would  say  to  you  that  many  investigators  have 
already#  in  effect#  come  to  conclusions#  because  of  their 
own  experiences#  where  they  are  hesitant  to  ask  for  what 
they  generally  know  are  the  direct  costs  of  this  activity. 

So  it's  just  not  only  indirect#  it's  direct  elements. 

Now#  I'd  like  to  point  out  that  these  are  both  ROl 
grants#  which  I  would  agree — and  I  think  most  investigators 
would  agree — are#  in  essence#  the  backbone  of  scientific 
efforts  in  this  country  and  the  ones  that  should  be 
protected  best#  both  in  funding  new  grants  as  well  as  in 
sustaining  established  investigations.  On  the  other  hand# 
center  grants  do  play  a  major  role#  center  grants  focused# 
hopefully#  primarily  on  research#  and  I  would  like  to  point 
out  a  clinical  research  center  grant.  Next  slide. 

(Slide.  ) 

Now#  we  were  one  of  the  first  three  clinical 
research  centers.  It  is  currently  in  its  20th  year.  This 
center  supports  a  total  of  approximately  32  to  33  beds.  It 
varies  depending  upon  what  report  we  get  from  the  NIH  at  any 
given  time#  but  it  has  been — this  is  a  combined  unit.  For 
efficiency  purposes#  we  have  combined  an  8-bed  pediatric 
unit  and  a  25-bed  adult  unit#  and  since  its  formation  in 
1960  initially  as  an  adult  unit#  its  expansion  in  1964  to  a 
pediatric  facility#  and  in  1967  to  a  further  extension#  this 
is  the  unit  that  has  been  in  existence. 

This  unit#  20  years  ago#  was  one  of  the  nicest 
facilities  in  our  medical  center.  One  of  these  floors  is  now 
the  worst  in  the  center.  The  entire  medical  center  has  been 
rebuilt  in  20  years.  The  entire  hospital  has  been  rebuilt# 
and  one  of  these  floors  has  been  rebuilt#  but  there  is  no 
way  now —  We  are  asking  our  own  hospital#  Barnard  Hospital# 
which  is  one  of  the  constituent  elements  in  the  Washington 
University  Medical  Center#  to  underwrite  the  estimated  costs 
of  bringing  up  to  date  a  21-year-old  hospital  facility 
which#  if  inspected#  probably  wouldn't  pass  inspection.  I 
would  suggest  that  that's  not  an  uncommon  experience  among 
many  of  us. 

Now#  this  large  grant  supports  2.4 
full-time-equivalents  of  academic  faculty.  That's  all#  just 
2.4.  It  is  reimbursed  at  the  university  reimbursement  scale 
for  faculty  at  about  84  percent.  It  supports  two 
administrative  people#  administrative  secretaries.  Since 
it's  off  campus  and  in  Barnard  Hospital#  it  only  gets  36 
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percent#  but  that's  all  the  overhead  uje  get.  The  total 
overhead  collection  on  this  whole  grant  is  less  than  9 
percent  of  the  total  expenditures. 

Now#  one  might  ask  the  question#  our  occupancy 
rate  is  one  of  the  highest  in  the  CRC  program — a  program# 
incidentally#  which  I  think  is  a  critical  one  in  terms  of 
clinical  research  in  this  country  and  is  well  recognized  by 
all  of  the  disease  multigroups  to  which  you  are 
unfortunately  constantly  exposed#  but  it  is  a  critical 
program. 


Now#  what  does  this  program  really  pay  for?  Well# 
assuming  an  80  percent  occupancy#  which  we  do  occupy  on  a 
33-bed  unit#  the  per  diem  charges  against  just 
hospitalization  are  less  than  $210  a  day#  which  is  less  than 
half  of  what  East  or  West  Coast  per  diems  are#  and  in  our 
own  Midwest#  which  tends  to  be  cheaper#  it  is  still  only 
about  70  percent  of  actual  standard  hospital  costs  for  just 
standard  admissions#  not  research  admissions#  which  are 
extremely  expensive#  and  that's  a  fairly  good  experience.  As 
a  matter  of  fact#  to  take  the  whole  CRC  program#  the  average 
per  diem  runs  around  $280  for  the  total  number  of  beds  they 
support#  so  that  allocations  of  funds  have  obviously  not 
kept  up  with  the  true  costs. 

That  figure  excludes  the  fact  that  we  have  1#200 
out-patient  visits  a  year  on  our  clinical  research  center# 
whose  average  duration  of  stay  in  that  unit  is  four  hours# 
in  which  the  nurses  are  intimately  involved  in  specific 
research  experiences.  1  would  assume  Dr.  Abboud  has  the  same 
kind  of  out-patient/in-patient  mix.  That  is  not  even 
incorporated  into  these  figures. 

Furthermore#  when  the  Barnes  Hospital  nursing 
service  audits  our  nurses  on  our  research  unit#  they  find 
that  the  intensity  of  care  demanded  is  equal  to  that  of  a 
standard  medical  ward  in  just  patient  care#  exclusive  of 
research  activities.  I  would  suggest  that  all  of  those  are 
basically  costs#  then#  that  are  being  undertaken  by 
institutions.  In  one  way  or  another#  we  generate  a  fair 
amount  of  money  from  third-party  carriers#  who  have  agreed 
that  for  patients  who  have  to  be  in  the  hospital#  you  are 
responsible  to  let  the  research  pay  for  it.  Our  nurses 
participate  in  ongoing  training  programs  by  our  research 
people.  They  utilize  our  conference  rooms#  but  there  is  no 
way  of  recovering  those  costs  either. 

So  I  would  suggest  that  the  issue  is  not  just 
indirect  costs;  it  is  actually  even  identifying  our  direct 
costs.  And  the  fact  that  funds  on  the  national  level  have 
been  progressively  restricted  has  already  been  recognized  by 
the  most  productive  and  competitive  investigators#  who 
themselves  impose  a  fair  degree  of  restriction  on  the  monies 
they  ask  for. 
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Nouij  the  other  problem  that  is  not  brought  in  to 
any  of  the  indirect  costs — and  to  uhich  I  alluded  before — is 
the  research  environment  one  creates.  It  is  my  understanding 
thati  at  the  present  time*  an  institution  may  elect — under 
the  pressures  of  maintaining  its  hospital  capacity  fully* 
and  its  clinical  services — to  initiate  a  practice  plan*  so 
that  practically  all  the  money  generated  by  practice  goes  to 
pay  the  high  salaries  of  some  unique  subspecialists*  and 
that  relatively  little  money  goes  back  either  to  the  dean^s 
office  or  to  the  chairman  for  the  development  of  academic 
programs — which  is*  by  the  way*  not  an  uncommon  event  and  I 
think  an  increasing  event  on  the  national  scene  at  almost 
every  institution. 

If  an  investigator  happens  to  be  sufficiently  good 
to  survive  in  that  kind  of  lonesome  academic  atmosphere* 
when  they  put  in  for  an  indirect  cost*  it  is  almost  all 
reimbursable*  because  there  is  no  other  denominator  other 
than  the  research  cost  of  that  investigator.  If*  on  the 
other  hand*  the  academic  faculty — including*  let^s  say* 
ophthalmologists  and  cardiovascular  surgeons — are  willing  to 
curtail  their  salaries  so  that  their  departmental  chairmen 
and  their  division  heads  can  allocate  funds  for  true 
academic  development  and  for  training  assistant  professors 
to  do  research  and  to  equip  laboratories  and  buy  new 
instrumentation*  that  is  put  into  the  baseline  base*  which 
dilutes  out  the  reimbursable  nature  from  which  our  overhead 
is  based.  So  what  incentive  is  there  to*  in  essence*  protect 
the  academic  environment  in  that  setting?  I  think  that  is  a 
policy  decision.  One  doesn't  have  to  worry  about  figures. 

The  last  comment  that  I  would  make  would  be  to 
reaffirm  the  slide  that  Dr.  Abboud  put  up  about  accounting 
being  a  dilusion.  I  happen  to  have  been  the  program  director 
of  this  for  20  years*  but  until  seven  years  ago*  I  was  very 
actively  involved  as  also  the  principal  investigator.  That 
is*  I  really  was  right  on  the  floor.  And  in  1966  or  '67*  we 
were  subjected  to  an  audit*  and  at  that  time*  the  auditors 
who  came  were  from  the  Department  of  Defense.  They  were 
really  a  very  dedicated  group  of  pedple  who  spent  two  or 
three  days*  and  we  were  arguing  about  how  to  allocate  my 
efforts  in  terms  of  research*  training*  and  care*  and  I 
suggested  that  for  two  days — and  the  head  nurse  would 
document  it — that  they  go  with  me*  starting  at  7:00  a.m.  in 
the  morning*  on  rounds  with  the  various  research  fellows  and 
other  people*  and  we  did  this  for  two  days*  at  which  time  I 
then  said*  "How  shall  I  allocate  my  time  between  research* 
teaching*  and  care?"  And  they  said  it  was  impossible*  and  I 
would  suggest  to  you  that  everybody  here  in  this  room  knows 
it  is  impossible  and  that  it's  a  sham  to  enforce  it.  I  am 
willing  to  challenge  anyone  who  can  tell  me*  if  they  go  into 
an  institution*  that  they  can  legitimately  distinguish  that 
in  an  academic  setting. 
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Nou>/  I  think  if  we  accept  that*  then  we  recognize 
that  policy  decisions  have  to  be  made>  and  we  don't  get  lost 
in  looking  at  numbers  and  analyzing  whether  this  or  that 
unique  event  is  really  an  attribute.  I  would  think  that 
there  are  legitimate  areas  of  argument/  but  that  they  could 
be  resolved  very  easily  if/  in  essence/  the  fundamental 
policies  were  accepted. 

DR.  FREDRICKSON:  Thank  you/  David.  Bill  Danforth 
speaking  as  the  Chancellor  of  Washington  University/  or  as 
the  Young  Turk.  I'm  not  sure  which. 

DR.  DANFORTH:  I  asked  Bill  Anlyan  what  I  should 
say  to  be  most  helpful/  and  he  said  to  tell  it  like  it  is, 
and  I  have  been  trying  to  decide  which  created  fiction  to 
use.  Dave  has  presented  so  well/  I  think/  the  general 
viewpoint  we  have  at  Washington  University  that  there  isn't 
any  way  to  improve  on  it.  I  really  don't  see  the  point  in 
going  through  the  indirect  costs  in  more  detail/  and  I 
thought  I  would  try  and  give  you  a  very  sort  of  macro  view/ 
at  least  as  the  way  I  see  some  of  these  problems  from  the 
particular  perspective  I  had. 

If  I  might  have  the  first  slide/  this  is  sort  of  a 
super-macro  view. 

(Slide.  ) 

Here  we  are.  It  shows  the  type  of  research  and 
development  and  where  it  is  performed — industry/  university/ 
and  (Government —  and  if  one  focuses  on  basic  research/  one 
can  see  that  about  $4  billion  of  basic  research  in  1978/  at 
least  according  to  these  data/  was  done  within  universities; 
and  that  suggests  to  me/  thinking  about  the  way  research  is 
funded/  that/  first/  the  United  States  really  has  to  rely  on 
universities  as  the  sites  of  basic  research  in  our  nation  or 
else  create  something  entirely  new. 

Secondly/  the  Federal  Government  is  saddled  with 
supporting  basic  research/  and  we  will  have  to  continue  to 
pay  for  it/  or  the  research  simply  will  not  be  performed; 
and  the  business  support  for  basic  research/  which  is  much 
talked  about  these  days/  is  relatively  small  and/  even  with 
major  percent  increases/  will  not  supplant  the  universities 
as  a  major  performer  of  research/  nor/  I  might  add/  for  the 
Government  as  a  major  financial  supporter  of  basic  research. 

Third/  ^6  billion  in  basic  research  now  performed 
in  universities  includes  associated  costs  to  pay  for  fringe 
benefits/  the  service  of  accountants/  administrators/ 
purchasing  agents/  et  cetera/  as  well  as  costs  associated 
with  space  utilization/  and  that  these  costs  to  support  such 
a  large  enterprise  are  significant. 

Finally/  over  the  last  30  years/  when  this  has 
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been  building  up,  universities  alone  and  in  cooperation  with 
the  Federal  Government,  have  made  major  capital  investments 
in  buildings  and  equipment  that  are  extremely  costly  and,  as 
Dave  pointed  out,  are  in  need  of  repair® 

Now  let  me  focus  on  Washington  University.  We  have 
made  some  major  institutional  commitments  to  science  and 
research.  It  is  a  very  high  priority.  We  want  to  do 
research;  we  want  to  do  it  well.  We  believe  that  the 
mechanism  for  doing  it  well  lies  in  supporting  the 
investigators,  providing  what  we  can  in  the  way  of  support, 
and  that  means  both  direct  and  indirect  support.  That 
commitment,  of  necessity,  includes  providing  the  proper 
equipment  for  scientists,  and  in  today's  world  this  is 
direct  support,  since  many  major  pieces  of  equipment  cannot 
be  bought  with  grants  or  can  be  only  partially  funded 
through  grants,  as  well  as  necessary  back-up  services.  We 
believe  we  have  been  successful. 

Now,  may  I  have  the  next  slide? 

(Slide.  ) 

The  slide  shows  income  to  Washington 
University — the  total  revenue  coming  in  and  the  Government 
grants  and  contracts,  including  indirect  reimbursement,  and 
then  the  percent  that  those  are  of  the  total  revenue  of  the 
university;  and  I  think  you  can  draw  several  conclusions 
from  this  simple  table;  Research  is  important  to  us.  Income 
from  the  Federal  Government  amounts  to  one-third  to 
one-quarter  of  the  total  income  of  the  university,  and  I 
think  it  is  fair  to  say  that  this  might  be  taken  in  a  rough 
manner  to  reflect  the  percent  of  human  and  physical 
resources  that  go  into  Federally  sponsored  efforts. 

Secondly,  Federally  funded  research  as  a  percent 
of  the  operating  revenues  has  fallen  steadily.  One  might 
immediately  ask,  particularly  if  you  cared  about  how 
Washington  University  was  going  to  fulfill  its 
responsibilities,  what  areas  of  income  have  grown  more 
rapidly  than  the  total.  There  have  been  relative  increases 
in  tuition  income  in  the  nonmedical  parts  of  the  university, 
rising  from  36  to  44  percent  of  revenues  from  1972  to 
1979 — that  is,  36  to  44  percent  from  tuition  in  the 
nonmedical  parts  of  the  university. 

On  the  medical  campus,  the  main  source  of  increase 
has  been  from  patient  fees — and  the  percent  one  attaches  to 
them  varies  with  whether  or  not  one  includes  Malencott 
Institute  of  Radiology,  but  including  it — which  increased 
from  28  percent  of  total  revenues  to  the  medical  school  in 
'73,  39  percent  in  '79.  Counting  it  a  little  differently, 
you  would  come  up  with  different  figures  but  the  same  trend, 

I  would  like  to  mention  a  couple  of  other  points 
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in  the  funding  of  an  independent  or  private  university. 

First#  on  the  nonmedical  campus#  the  problem  of  inflation 
has  been  met  by  a  relative  curtailment  in  faculty#  staff# 
and  administrative  salaries.  That  has  been  true#  to  a  lesser 
extent#  on  the  medical  campus.  It  has  been  quite  serious  on 
the  nonmedical  part  of  the  campus.  Salaries  have  not  kept 
pace  with  either  the  cost  of  living  or  the  salaries  of  other 
Americans.  It  is  a  problem  not  only  for  us#  but  I  would 
submit#  is  a  national  problem  if  we  want  to  have  and 
continue  to  have  the  best  young  people  going  into  this 
enterprise. 

Another  point  is  that  gifts  and  grants  from 
private  sources  have  been  sought  with  vigor  to  purchase  ever 
more  expensive  pieces  of  research  equipment  and  to  improve 
research  facilities#  provide  start-up  funds#  et  cetera#  and 
on  the  medical  campus#  clinical  practice  has  been  pursued 
with  vigor  to  help  with  these  areas. 

Thus#  during  this  period#  it  has  been  necessary  to 
raise  funds  both  for  direct  and  for  indirect  costs  of  doing 
research.  The  endowments  of  all  private  universities  have 
been  severely  eroded  by  inflation  in  the  1970s  and  the 
relative  decline  in  the  capital  market.  A  recent  study  of 
major  independent  universities  revealed  that  $1  million  in 
endowment  in  1970  has  declined  below  i^600# 000  in  purchasing 
power  by  1980. 

Now#  let  me  just  say  a  word  about  indirect  costs# 
or  more  than  a  word#  perhaps.  The  costs  of  maintaining  the 
size  research  operation  we  have  here#  whether  it  be  in  a 
university  or  research  institute#  industry#  or  anywhere 
else#  are  significant.  Although  these  data  show  large 
amounts  of  Federal  support#  a  substantial  amount  of  the 
university's  own  money  is  committed  to  maintaining  the  basic 
research  done  for  the  Government. 

Now#  we  have  some  calculations  for  our  1977  fiscal 
year#  and  those  are  shown  on  the  next  table. 

(Slide.  ) 

This  is  for  1977#  showing  the  reimbursement  from 
the  Federal  Government  being  82  percent  of  the  university 
outlay  for  the  project.  These  are  minimal  figures  because 
they  don't  include  the  kind  of  thing  that  Dave  Kipnis  spoke 
about.  We  just  don't  have  the  data  to  really  find  out  how 
many  faculty  members  are  spending  75  percent  of  time  on  a 
research  grant  and  putting  down  50  percent.  We  don't  check 
up#  and  we  don't  try  to.  So  these#  I  think#  would  be  minimal 
figures.  They  are  the  ones  that  are  available  to  the 
university  accountants.  One  can  debate  individual  items  in 
the  ordeal  with  the  Federal  auditors#  but  at  least  from  our 
standpoint#  we  have  to  supply  money  in  this  year  of  ^9. 2 
million  for  what  we  felt  were  out-of-pocket  costs. 
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Nou)»  within  an  independent  university^  you  have  to 
think  of  the  possible  sources  of  income — tuition#  gifts# 
endowments#  patient  fees#  and  so  on — and  it's  hard  to  see 
where  this  kind  of  money  comes  from.  In  1977#  $9.2  million 

was  approximately  40  percent  of  all  of  the  money  that  we 
received  from  endowment  and  from  gifts  that  could  be  applied 
to  the  operating  budget#  as  opposed  to  capital  costs. 

Capital  expenditures  on  buildings  for  research  and  major 
renovations  are  also  excluded  from  these  data. 

But  to  round  out  this  point#  Washington 
University#  an  independent  institution  with  finite  resources 
available  to  it#  has  increasingly  serious  problems  in 
funding  the  direct  costs  of  research  and  the  back-up  space 
and  services  that  are  necessary  to  support  the  endeavor. 
Overhead  income  reimbursement  is  essential  to  our  being 
able#  effectively#  to  utilize  Federal  research  grants#  and 
that  is  not  a  matter  of  principle#  we  would  be  happy  to 
provide  more  than  the  $9.2  million  in  unreimbursed  costs  if 
we  knew  how  to  do  it.  We  just  don't  have  that  much  money 
available.  If  we  had  a  small  grant#  just  one  small  grant# 
reimbursement  for  indirect  cost  would  make  little 
difference#  or  it  could  be  handled  within  our  existing 
budgets.  However#  when  a  third  to  a  quarter  of  our  time# 
effort#  and  facilities  are  going  into  Federally  sponsored 
research#  the  indirect  costs  are  considerable,  and  we  have 
no  other  way  to  meet  them. 

With  inflation  under  serious  financial  pressure  in 
all  areas#  we  feel  that  we've  increased  tuition  as  fast  as 
we  can#  safely#  and  it's  already  much  too  high  for  families 
and  for  considerations  of  social  equity.  We  can't  meet  our 
costs  any  more  from  clinical  practice  on  the  part  of  medical 
faculty  without  changing  the  nature  of  the  institution  from 
a  research  to  a  service  enterprise.  We  can't  really  meet 
them  by  shaving  faculty  salaries  anymore  if  we  are  to  keep 
good  people#  and  I  have  mentioned  the  relationship  to  gifts 
and  endowment. 

We  are  worried#  continue  to  worry  about  the 
changes  in  A-21.  all  which  we  feel  will  hit  Washington 
University  especially  hard#  and  we  worry  that  that  may 
further  have  an  effect  on  our  financial  stability. 

We  realize  that  there  is  criticism  of  indirect 
cost  recovery  emanating  from  some  faculty#  from  some  persons 
within  the  Federal  Government#  and  certain  observers  of 
research  in  the  United  States#  and  I  think  that  some  of  that 
criticism  is  based  on  misunderstanding.  We  do  hava  to 
maintain  a  certain  administrative  structure#  physical 
environment#  and  intellectual  capital#  as  has  been 
men t i oned . 


Now#  over  the  years#  the  costs  of  these  things 
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have  become  greater  at  Washington  University.  At  our 
institution/  at  least/  this  change  has  mainly  been  due  to 
what  might  be  called  "rent  factors."  I  would  like  to 
underline  that — space  and  equipment  charges.  There  are  also 
more  people  costs  and  more  administrative  costs  because  of 
extensive  reporting  requirements  to  provide  data  on  the 
humane  treatment  of  animals/  provide  careful  protocols/  et 
cetera/  and  things  that  have  been  mentioned. 

The  largest  component  at  Washington  University  is 
actually  what  I  was  describing  as  rent  costs/  which  in 
conventional  commercial  accounting  might  be/  at  least  in 
some  cases/  a  direct  charge.  Washington  University's  current 
55  percent  overhead  rate — and  that  is  of  direct  costs/  not 
of  total  costs — 55  percent  overhead  rate  drops  to  27  percent 
as  an  off-campus  rate/  and  most  of  this  is  due  to  the 
absence  of  these  facility  and  equipment  costs/  and  it  really 
would  be  easier  to  explain  a  27  percent  overhead  rate  and 
charge  the  rent  directly.  Between  1970  and  '79/  the  rent 
factor  in  the  indirect  cost  reimbursement  increased  by  11 
percentage  points/  and  that  included  more  than  a  600  percent 
increase  in  utility  costs/  while  the  other  components/  the 
nonrent  components/  declined  by  two  percentage  points. 

I  mention  these  changes  because  they  do  not 
suggest/  as  was  suggested  recently/  that  we  at  Washington 
University/  at  least/  are  building  a  huge  bureaucracy/  and 
of  course  we  feel  that  most  of  our  worthy  colleagues  at 
other  institutions  are  not/  either. 

Now/  there  is  another  way  of  looking  at  overhead 
income/  and  that  is  to  look  at  it  from  the  standpoint  not  of 
the  individual  grant/  not  from  the  standpoint  of  the  Federal 
Government/  but  from  the  standpoint  of  the  university.  How 
does  that  compare  with  the  cost  of  our  doing  business?  and 
I've  got  that  on  slide  four. 

(Slide. ) 

We  have  two  campuses/  and  this  shows  that  between 
1974  and  1979/  both  campuses  increased  total  income — 

Federal  overhead  income — and  that  the  percent  of  their  total 
income  remained  relatively  constant  and/  in  fact/  fell.  That 
is  the  percent  of  the  total  income — of  overhead  income 
compared  to  total  income.  Since  the  nature  of  Washington 
University  has  not  changed  significantly  from  the  standpoint 
of  the  institution/  now  indirect  cost  reimbursement/  to 
maintain  their  research  environment/  has  not  changed 
relative  to  other  university  costs;  and  it  might  be 
worthwhile  for  other  institutions  to  look  at  it  from  this 
perspective. 

Sometimes/  if  you  look  at  something  like  this/  you 
might  think  that  all  of  the  technical  negotiations  we  go 
through  are  really  for  naught — that  the  research  enterprise 
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tends  to  be  a  relatively  constant  part  of  our  activities  and 
that  we  waste  a  lot  of  timei  maybe  we  could  just  settle  on 
some  round  figures.  I  know  that's  dreaming. 

I  wanted  to  just  mention  one  other  thing#  and  that 
is  that  we  have  talked  about  accounting  for  faculty  time  and 
so  on#  and  I  think  that's  a  part  of  the  complaint  that  I 
hear  from  faculties#  but  it's  only  a  part  of  it.  Another 
part  that  I  hear#  at  least#  is  that  we  are  putting  more  and 
more  administrative  burdens  on  faculty#  of  which  accounting 
for  the  time  is  only  a  part#  and  maybe  that  could  be  borne 
if  it  weren't  for  all  the  other  kinds  of  things  we  do#  such 
as  pushing  them  harder  for  better  record-keeping#  making 
sure  that  personnel  in  their  department  who  are  working  for 
them  keep  better  records#  worrying  about  personnel  matters# 
worrying  about  more  reporting#  more  negotiating  of  budgets 
and  so  on. 


One  faculty  member  told  me  recently  that  he  had 
thought  in  the  last  decade  that  the  time  he  spent  on  that 
sort  of  thing  had  gone  up  one  order  of  magnitude#  and 
thinking  about#  as  chancellor#  the  time  I  spent  on  that  sort 
of  thing — I  have  been  chancellor  now  for  nine  years — it  has 
gone  up#  I  would  say#  about  eight  or  nine  orders  of 
magnitude.  At  least  eight  or  nine  times  as  much  of  my 
present  effort  goes  into  worrying  about  these  kinds  of 
things  as  it  did  nine  years  ago. 

Now#  I  have  certain  recommendations  which  aren't 
ear th sha k ing #  and  some  are  just  relatively  minor#  but  which 
I  think  might  help  the  system.  One#  I  would  suggest  relating 
overhead  reimbursement  for  the  negotiated  costs  of 
maintaining  the  research  environment  to  the  total  volume  of 
research  performed  at  the  institution.  In  other  words#  I 
suggest  that  overhead  income  no  longer  be  tied  to  individual 
grants,  I  don't  see  the  reason  for  doing  that.  They  are  not 
negotiated  that  way.  The  present  system  of  tying  overhead 
income  to  individual  grants  leads  to  serious 

misunderstandings.  Individual  faculty  members — not  the  most 
sophisticated#  but  some — feel  they  have  earned  the  overhead 
for  their  institutions.  They  look  on  it  somehow  as  a  profit# 
as  has  been  mentioned  earlier  this'  morning#  with  little 
understanding#  at  times#  that  it  is#  in  fact#  cost 
reimbursement. 

Moreover#  there  are  the  problems  of  averaging. 
Overhead  costs  are  averaged.  In  some  grants  it  looks  as  if 
they  are  bringing  in  twice  as  much  overhead  as  they  cost# 
and  it's  true#  and  others  maybe  half  as  much#  but  you  only 
hear  from  those  who  are  bringing  in  twice  as  much#  and  this 
misunderstanding  can  get  passed  on  to  others.  I  don't  think 
it  should  be  impossible  to  uncouple  these  two  things. 

Another  thing  I  wondered  about#  and  this  again# 
just  for  the  purpose  of  clarity  and  to  avoid 
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mi sund er stand i ng <  would  be  to  have  two  overhead  rates.  We 
might  divide  the  indirect  costsi  whenever  we  mention  itj 
into*  one*  what  I  called  rent — to  cover  the  cost  of 
facilities*  heat*  light,  power*  maintenance*  and  so  on — and 
the  other*  administrat ion  to  cover  the  nonfacility-related 
costs.  Therefore*  when  somebody's  overhead  takes  a  jump*  or 
you  want  to  compare  one  institution  with  another*  and  people 
always  want  to  do  that*  at  least  it  might  be  a  little  bit 
easier  and  a  little  bit  more  comparable.  I  think  it  is 
wonderful  for  us  to  be  able  to  handle  our  direct  and 
indirect  costs  the  way  it  seems  most  appropriate  for 
individual  institutions,  but  if  there  continues  to  be 
misunderstandings*  that  may  be  a  luxury  that  we  will  have  to 
give  up. 


Another*  third*  I  do  think  it  important  to 
recommend  that  the  Federal  Goverment  and  its  various 
agencies  continue  to  consider  the  indirect  costs  as  much  a 
part  of  research  as  the  direct  costs.  It  is  only  realistic* 
and  the  basic  problem  is  that  appropriations  really  have  to 
be  sufficient  to  meet  both  these  essential  needs.  For  our 
institution*  I  really  have  to  look  at  it  as  a  total 
enterprise.  We  are  not  a  university  that  is  part  of  a 
system.  Our  indirect  costs  are  not  paid  first  by  the  State 
and  then  the  money  goes  back  to  the  State*  but  it  comes 
directly  to  us.  It  is  part  of  a  total  enterprise.  And  I 
would  suspect*  in  Washington  University*  if  we  got  twice  as 
much  reimbursement  for  indirect  costs  as  we  actually 
needed — I  don't  think  that  will  happen*  but  if  we  did — that 
money  would  go  back  into  the  direct  costs  of  research* 
because  our  faculty  want  better  research.  They  want  more 
equipment*  staff*  and  supplies. 

Another  recommendation — one* I  know*  that  we  all 
are  continuing  to  work  on — is  to  simplify*  and  to  continue 
to  simplify*  the  reporting  and  accounting  rules  and 
regulations*  particularly  as  they  affect  the  faculty.  Now* 
we  have  very  excellent  accountants*  and  they  can  follow  all 
the  ups  and  downs  and  understand  everything*  but  it  really 
is  not  a  good  thing  to  put  these  kinds  of  burdens  on 
faculty.  It  does  detract  from  the  research  enterprise  when 
we  turn  our  colleagues  into  administrators  when  they  don't 
want  to  be.  It  doesn't  make  them  feel  good  about  the  Federal 
Government  or  the  university.  It  is  a  very  wasteful  thing  to 
do*  and  somehow  we  ought  to  think  when  we  put  these  burdens 
on  the  institutions  how  much  of  them  not  only  go  into  the 
overhead  rate*  but  how  much  of  them  go  into  detracting  from 
the  main  function  of  being  a  faculty  member. 

I  would  like  to  close*  as  others  have*  by 
expressing  appreciation  to  Don  Fredrickson  and  to  all  of  you 
for  Washington  University's  being  a  part  of  these 
discussions. 


DR.  FREDRICKSON:  Thank  you*  Bill.  We  will  have 


time  for  some  limited  discussion  of  the  St.  Louis 
presentation.  Howard  Temin? 

DR.  TEMIN:  I  would  like  to  raise  the  philosophical 
question  of  whether  you  feel»  and  then  extend  it  to  others/ 
that  the  total  cost/  direct  and  indirect/  of  the  NIH 
research  should  be  recovered  by  the  university  from  the 
Federal  Government.  In  both  of  your  presentations  that  was 
kind  of  unstated.  But  one  could  raise  the  argument  that 
universities  are  interested  in  having  research  done  at  that 
institution.  They  try  very  hard  to  get  prominent  researchers 
who  have  these  grants/  and  then  it's  always  said — at  least 
we  always  say  to  our  legislature — ■  that  people  doing 
research  are  better  teachers.  Both  the  teaching  and  the 
service  functions  of  the  university  gain  from  the  research 
done  there. 

So  it  seems  to  me  there  is  this  philosophical 
question  of  whether  the  university  should  treat  itself  as 
merely  a  neutral  broker  that  is  just  the  place  that  this 
research/  which  is  fully  funded  from  the  outside/  takes 
place/  and  I  would  like  your  opinion  about  that. 

DR.  DANFORTH;  I  think  I  would  like  to  give  my 

answer  in  two  parts/  and  let  me  say .  I  would  like  the 

second  part  to  be  first:  I  heard  in  conversation  at  coffee  a 
very  clear  and  concise  answer  to  part  of  your  question  from 
Henry  Meadow/  and  rather  than  repeat  what  he  said/  I  wonder 
if  he  would  say  it.  Let  me/  while  he's  thinking  about  it/ 
let  me  just  say  to  the  first  part/  another  part  of  the 
answer/  that  I  feel  that  our  institution  has  made  a  major 
commitment  to  being  a  research  institution.  We  have  put  an 
enormous  amount  of  capital  into  facilities/  and  we  continue 
to  do  that.  We  have  put  an  enormous  amount  of  resources  into 
equipment.  I  spend  a  lot  of  my  time  trying  to  raise  money/ 
and  some  of  that  goes  into  equipment. 

Our  faculty  are  working  very  hard  and  do  a  lot 
better  than  I  at  raising  money — raising  it  and  earning  it  ' 
through  various  means — that  goes  into  research.  A  lot  of 
that  is  not  shown  here/  and  I  think  what  we  feel  is  that  the 
financial  pressures  on  us/  with  inflation/  with  the  teaching 
responsibilities  we  have/  at  this  particular  time/  that  we 
can  do  with  no  less/  with  no  further  cuts  in  the  Federal 
reimbursement/  and  that  in  fact/  seriously/  we  would  do  much 
better  with  more  reimbursement  from  the  Federal  Government 
in  overhead. 

We  have  about — let  me  just  give  you  one  other 
example.  We  have  about  6/090  grants  at  Washington 
University.  There  are  periods  when  groups  or  individuals 
need  to  be  tided  over.  There  are  gaps  between  these  grants; 
it  is  inevitable.  That  is  not  recognized  in  the  overhead 
reimbursement.  To  recognize  that  sort  of  thing  would  be  a 
tremendous  help  to  us. 


T  59 


I  have  no  philosophical  problem  with  the 
universities  meeting  100  percent  of  cost;  it's  just  that  we 
don't  have  those  kinds  of  resources. 

DR.  FREDRICKSON:  Henry^  time  has  been  yielded  to 
you  to  answer  the  other  question/  but  you  must  restate  the 
question. 


MR.  MEADOW:  I  think  that  I  would  really  be  more 
interested/  Don/  in  hearing  what  Bill  Danforth  heard  me  say. 

(Laughter.  ) 

MR.  MEADOW:  But  he  and  I  together  can  answer  the 
second  part  of  the  question.  I  think  we  are  what  we  are.  In 
other  words/  each  of  our  institutions  has  a  certain 
commitment  to  a  research  enterprise  that  has  other 
commitments  to  the  other  portions  of  this  enterprise/  and  we 
can't  grow  and  develop  unless  we  have  the  resources  to  grow 
and  develop  with  whatever  balance  we  may  want  to  maintain  in 
these  enterprises. 

If  we  commit  one  to  grow  without  adequate  support 
for  the  institution/  we  have  no  recourse  except  to  penalize 
the  other  portions  of  the  institutional  framework.  If  we  do 
this — reduce  the  amount  of  indirect  expense  that  we  allocate 
in  order  to  increase  the  direct  expense — what  we  are  going 
to  do  is  starve  ourselves  to  death/  because  we  get  larger 
and  larger/  and  one  of  our  limbs  will  get  smaller  and 
smaller  than  the  others/  and  we'll  fall  over  in  whatever 
direction  the  larger  limb  is  going  to  pull  us.  Now/  that's 
not  what  I  said/  in  those  words/  at  coffee/  but^ — 

DR.  FREDRICKSON:  Henry/  may  I  say/  you  are  a 
wizard  that  sits  and  ponders  these  things  many  hours.  Is 
there  an  optimal  fraction  of  a  university's  budget  or 
activities  that  should  go  to  research?  Can  we  follow  Bill 
Danforth 's  example  and  scale  down  according  to  the 
unreimbursed  costs  till  we  get  down  to  where  we  can 
reimburse  the  costs?  Is  that  possible  in  the  university? 

MR.  KELLY:  Oh/  but  you  can't  get  from  here  to 
there.  If  you  get  82  percent  consistently  and  you  endeavor 
to  save  the  18  percent/  you  can  only  receive  that  balance  at 
zero. 


DR.  FREDRICKSON:  I  guess  those  are  hard  numbers/ 
by  the  way. 

MR.  MEADOW:  My  answer  to  your  question/  Don/  is  I 
hope  not.  I  hope  that  each  institution  will  make  up  its  own 
mind  as  to  what  its  optimal  framework  is  and  how  it  can 
contribute  best. 
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DR.  FREDRICKSON:  Ivan? 


DR.  BENNETT:  I  ujould  like  to  make  some  comments  on 
the  presentations  we  have  heard  from  the  institutions/ 
because  it  seems  to  me  that  it  might  add  to  some 
understanding  of  what/  if  one  speaks  as  an  administrator/ 
the  options  presently  are.  It  clearly  appears  to  be  an 
advantage  with  one's  faculty  if  one  is  able  to  say  that  our 
indirect  cost  rate  is  relatively  low.  On  the  other  hand/ 
that  advantage  may  be  outweighed  by  some  of  the  things  that 
have  been  mentioned.  I  quite  agree  with  Julie  Krevans  that 
the  more  you  can  put  on  as  a  direct  cost/  the  more  likely 
the  investigator  is  to  nurse  that  money  along.  On  the  other 
hand/  let  me  say  that  we  reached  a  decision  in  my 
institution  a  number  of  years  ago  that  rather  than  put  on 
telephone  costs  as  a  direct  cost/  the  whole  institution/ 
including  the  investigators/  would  be  better  off  if  we  took 
that  as  an  indirect  cost/  because  the  New  York  Telephone 
Company  raised  rates  to  the  point  that  we  had  investigators 
that  couldn't  pay  their  telephone  bills.  That  was  the 
beginning  of  the  realization  that  what  has  happened  recently 
is  that  under  the  rubric  of  either  what  you  C5uld  call  the 
rent  costs  or  the  housing  costs/  plus  the  administrative 
support  costs  that  enable  you  to  write  checks/  to  write  pay 
checks/  take  out  withholding  tax  and  so  on/  and  because  of 
some  of  the  reasons  mentioned  by  Dr.  Wilson/  that  the 
individuals  who  fall  into  that  category  tend  to  be  from  the 
class  whose  income  we  have  tried  up  until  now  to  preserve. 

In  certain  sections  of  the  country/  it  is  preserved  by  union 
negotiations/  I  might  say.  So  that  the  reason  that  indirect 
costs  have  gone  up  more  rapidly/  I  think/  are  really  quite 
apparent. 


On  the  other  hand/  the  fact  that  one  can 
renegotiate  indirect  costs  each  year  during  a  time  of 
inflation  is  a  huge  advantage  ove^'  the  inability/  at  the 
present  time/  to  renegotiate  direct  costs.  So  I  can  make  an 
argument  to  the  effect  that  if  double-digit  inflation 
continues/  then  the  higher  your  overhead  rate —  It  means 
that  the  management  has  seen  that  they  have  to  throw  those 
things  that  are  being  inflated  over  into  indirect  costs  so 
they  can  renegotiate  that  reimbursement  each  year. 

I  just  have  a  couple  of  other  things  I  would  like 
to  say.  The  first  is  that  I  think  everyone  should  realize 
that  the  indirect  costs  for  which  one  is  reimbursed  by  NIH/ 
or  the  Federal  Government/  for  that  matter/  represent  only  a 
part  of  the  indirect  costs  of  the  institution/  and  the  idea 
that  because  these  are  reimbursable/  that  the  management  of 
universities  hasn't  tried  to  become  as  efficient  as 
possible/  at  least  to  save  the  part  of  their  money  that  goes 
into  that/  I  think  is  something —  Because  you  can't  treat 
those  costs  differently  from  those  you  are  reimbursed  for; 
so  that  I  haven't  seen  any  difficulty  in  institutions  trying 
to  put  in  energy  conservation  plans/  trying  to  get  along 
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buith  less  maintenance  and  so  on/  because  that^s  the  only  way 
to  be  efficient/  and  you  can't  manage  that  part  of  your 
business  any  differently  than  the  way  you  manage  the  part 
for  which  the  Federal  Government  reimburses  you. 

Finally/  I  would  like  to  mention  something  that  I 
haven't  heard  discussed  here  that  I  think  really  ought  to  be 
borne  in  mind/  and  it  really  has  to  do  with  the  way  in  which 
NIH  reimburses  indirect  costs  as  opposed  to  the  way  other 
Government  agencies  reimburse  indirect  costs;  and  if  you 
want  to  hear  investigators  yell  about  what  happens  to  the 
availability  of  funds  for  the  direct  cost  of  research/  you 
ought  to  talk  to  people  who  are  supported  by  the  Department 
of  Defense/  because  one  of  the  things  that  NIH  does/  they 
set  aside  a  pool  of  money  so  they  can  adjust  these  indirect 
costs  to  what  the  actual  expenditures  were.  On  the  other 
hand/  to  take  an  oversimplified  example/  if  an  investigator 
gets  from  one  of  the  agencies  in  the  Department  of  Defense  a 
contract  which  enables  him  to  do  basic  research  with  a  face 
value  of  ^100/  000  a  year/  25  percent  in  the  first  of  the 
three  years  is  to  go  to  overhead/  and  the  overhead  rate  is 
renegotiated.  The  total  amount  of  money  that  that 
institution  gets  remains  $100/ 000  a  year/  and  that  increased 
indirect  cost  is  taken  right  out  of  the  direct  costs. 

Some  of  you  may  have  noticed  in  the  New  York  Times 
today  an  article  that  alleges  that  the  Department  of  Defense 
is  trying  to  woo  universities  back  into  the  basic  research 
game/  and  certainly  there  have  been  some  increases  there.  I 
have  been  participating  in  this  for  the  past  four  or  five 
years/  and  one  of  the  things  I  have  not  been  able  to 
convince  them  of  is  that  their  grants  and  contracts  would  be 
far  more  attractive  if  they  would  set  up  this  kind  of  pool/ 
so  that  when  overhead  costs  go  up/  it  would  not  come 
directly  out  of  the  investigator's  funds  available  for 
research.  And  I  think  it  is  well  to  bear  in  mind  that 
despite  the  fact  that  there  are  legitimate  complaints  about 
NIH  reimbursement  for  indirect  costs/  that  they  actually 
have  the  most  enlightened  policy  for  doing  this  of  any 
agency  in  the  Federal  Government/  because  at  least  you 
protect  the  investigator's  direct  cost/  granted  they  are 
eaten  into  by  inflation/  but  they  do  not  change/  despite  the 
fact  the  overhead  rate  goes  up. 

But  I  want  to  emphasize  that  if  double-digit 
inflation  persists/  the  sign  of  good  management  in  an 
institution  may  very  well  be  a  high  indirect  cost  rate/ 
because  what  you  have  done  is  to  throw  those  costs  over  that 
tend  to  go  with  inflation  so  that  you  can  renegotiate  the 
reimbursement  each  year. 

DR.  FREDRICKSON:  Leon? 

DR.  EISENBERG:  I  think  the  question  that  Howard 
Temin  asked  is  the  kind  of  question  we  have  to  satisfy  the 
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public  with — that  is/  when  a  Congressman  who  makes  a  speech 
says^  you  know*  "What  do  these  institutions  think  they  are? 
Here  they  want  100  percent#  or  more  than  100  percent#  for 
the  very  mission  for  which  the  university  was  founded."  If 
he  is  a  little  fancier#  he  cites  great  philosophers  and 
thinkers  and  all  of  the  rest. 

Well#  it  is  my  impression  that  universities  are 
very  pragmatic.  If  the  Borgias  or  Medicis  would  show  up  and 
would  be  willing  to  support  this  research#  I  venture  there 
are  few  who  would  refuse  the  money.  Occasionally#  a 
university  is  particular  about  where  the  money  comes  from — 

I  think  too  infrequently#  rather  than  the  other  way  around. 
And  the  problem  is  that  the  research  is  no  more  pure  because 
it  is  being  supported  by  university  funds  than  by  Federal 
Government  funds# and  the  issue  is#  the  mission  of  the 
university  is  to  do  research.  Unless  you  feel#  or  each  of  us 
feels#  that  our  deans  and  presidents  are  less  assiduous  than 
they  could  be  in  getting  money  from  some  other  source#  then 
the  demand  for  full  reimbursement#  or  even  more  than  full 
reimbursement  to  set  up  a  contingency  fund#  is  a  legitimate 
activity  in  the  interests  of  the  very  mission  of  the 
university. 

I  would  like  to  suggest#  though  I  am  afraid  it  is 
a  rather  impractical  suggestion#  that  what  we  ought  to  have 
is  an  NIH  budget  that  Congress  votes  each  year  which  is 
based  on  some  estimate  of  direct  costs#  and  then 
automatically  to  that  bill  is  attached  an  uncontrollable 
amount  which  would  be  determined  by  the  indirect  costs  of 
research.  Then  we  would  no  longer  have  any  competition 
between  the  two. 

Now#  as  I  said#  it  is  a  bit  unrealistic#  although 
the  Congress  has  voted  in  a  number  of  areas  on 
control  lab les.  That  is#  Social  Security  costs#  welfare 
costs#  Medicaid#  et  cetera#  legitimately  are  not  limited 
because  they  are  considered  a  virtue;  and  if  we  ever  got  the 
principle  that  the  support  of  the  university#  in  order  to 
create  an  environment  in  which  the  support  that  we  are 
directly  paying  for  was  legitimate#  one  might  avoid  this 
kind  of  controversy  or  apparent  controversy  between  the 
interest  of  two  groups#  the  end  part  of  which#  of  course#  is 
the  accomplishment  of  research. 

DR.  FREDRICKSON:  There  is  the  general  belief  that 
the  NIH  budget  is  one  of  the  controllable  items. 

DR.  EISENBERG;  Oh#  yes#  yes. 

MR.  KELLY:  You  may  have  an  idea  whose  time  is  not 

final. 

DR.  FREDRICKSON:  Linda  Wilson? 
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DR.  WILSON;  I  would  just  like  to  point  out  that  if 
that  were  followed^  one  of  the  fears  would  be  that  the 
institutions  would  manipulate  their  accounts  so  that  more 
would  be  in  the  area  that  could  be  reimbursed;  and  it  was 
suggested — and  I  think  before  you  think  that  that^s  what 
universities  could  do  or  would  do*  you  should  remember  that 
when  we  define  what  is  a  direct  cost  or  what  is  an  indirect 
cost/  we  do  it  for  the  entire  institution  for  all  sources  of 
funds.  So  to  move  things  into  the  indirect  cost  category  in 
order  to  be  reimbursed  gets  you  reimbursement  for  perhaps  20 
percent  of  your  total  gain.  The  other  80  percent  in  which 
you  have  dumped  all  these  indirect  costs/  you  have  to  find 
from  other  sources. 

Similarly  and  on  the  other  hand/  if  you  direct 
charge  these  because  you  believe  that  will  enable  you  to  get 
better  reimbursement  from  the  Federal  Government/  then  you 
must  direct  charge  to  all  other  sources  of  funds/  and  that 
means  that  you  have  no  way  in  the  institution  of 
prioritizing  between  what  you  would  like  to  do  in  this  field 
and  that  field/  because  what  is  the  direct  cost  or  what  is 
an  indirect  cost  is  not  something  that  you  manipulate  among 
sources/  dind  that  is  a  fact  which  is  often  overlooked. 

DR.  FREDRICKSON:  Dr.  Wu? 

DR.  WU:  This  morning/  Dr.  Fredrickson  introduced 
me  as  a  physicist/  and  therefore  I  am  sitting  here  as  a 
bystander/  but  I  am  an  interested  and  affected 
bystander — interested  because  this  problem  of  cost 
accountability  is  a  problem  to  all  the  science  researchers/ 
not  only  just  for  large  science  or  medical  sciences/  and 
affected  because/  for  instance/  in  Columbia/  the  university 
usually  makes  arrangements  with  one  of  the  government 
agencies.  Then  the  rest  of  them  will  follow  that  agency/  as 
you  say.  So  therefore/  although  all  my  research  funds  have 
come  from  the  National  Science  Foundation  and  the  Department 
of  Energy/  they  v«ry  often  just  follow  the  NIH/  the  rules 
and  regulations  are  negotiated  with  NIH. 

Also/  for  instance — and  now  since  Dr.  Bennett 
mentioned  this — in  our  large  non-science/  non-NIH  contracts/ 
many  years  ago/  Columbia  was  only  charged  indirect  costs  and 
salaries/  and  then  salaries  and  wages/  and  then  go  up  to 
more  than  50-55  percent/  and  then  the  theoretical  physicists 
complained  because/  you  see/  they  don't  have  any  equipment. 
They  don't  use  all  the  shops  and  everything.  So  suddenly  I 
went  to —  One  year  I  had  to  make  my  own  budget/  and  I 
usually  send  a  young  colleague  to  find  out  all  the  numbers/ 
and  he  would  come  back  and  say/  "This  year  the  overhead  is 
22  percent."  I  said/  "What?"  But  he  said/  "But  the  rest  of 
them/  all  the  equipment/  supplies/  and  everything  we  also 
have  to  be  charged/  including  our  fringe  benefit."  It  is 
salary  plus  fringe  benefit/  then  multiple  surgical  center/ 
for  overhead. 
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Now/  up  to  this  year^  this  last  year  it  was  about 
44»  this  year  about  48»  and  next  year  will  be  again  54.  You 
see  the  difference?  Several  years  ago  it  was  54^  only 
charging  on  salary  and  wages.  Now  it's  everything.  So  I 
think  this  problem  today  I  heard — at  the  very  beginning- — I 
heard  that  actually  this  involved  the  four  components.  In 
the  Government/  you  have  the  Government  programmer  and 
auditor.  In  the  universities  you  have  the  admini strator  and 
also  the  research  people  responsible.  And  today/  probably/ 
we  are  concentrated  only  on  the  latter  two:  the  university 
administrator  and  the  research  principal  investigator. 
Actually/  let  those  young  people  join  in.  I  usually  let  them 
see  all  the  budget/  and  then  they  will  know  how  to  help  me 
to  save  money. 

Now/  probably/  in  order  to  solve  this  problem/  we 
have  to  have  the  four  components  all  together  and  recognize 
this  is  an  important  problem.  We  have  to  solve  it  together/ 
because  you  remember/  in  1975  and  '73/  we  fought  so  hard  to 
reinstate  the  science  advisor  to  the  White  House/  and  we 
tried  to  make  the  Science  Bill,  if  you  go  back  to  reread 
that  Science  Bill/  it  was  passed  by  both  Houses.  They  said 
the  research  is  investment  in  this  country;  it  makes  you  cry 
to  read  it.  They  all  realize  that  it's  important.  Then  why 
should  we  only  allow  the  research  universities  to  do 
everything.  University  income  is  fixed. 

And  on  the  other  hand/  I  think  also  faculty/ 
research  faculty/  should  have  a  say/  too/  because  they  are 
all  using  these  monies.  They  know  how  to  save;  they  know  how 
to  best  appropriate  these  fundings.  So  I  think  the  best 
thing  —  it's  not  that  you  can  make  a  definite  rule  on  how 
much  the  overhead  costs  for  all  the  contracts.  I  mean/  that 
should  be  negotiated  between  the  Government  agency  and  the 
university  administrator  and  the  principal  investigator.  You 
must  let  these  research  people  have  a  say  too.  Otherwise/ 
they  feel  so  frustrated. 

See/  indirect  cost  is  going  up/  up.  Usually  the 
limit/  the  total  limit/  is  fixed/  and  so  one  expands  and 
then  shrinks/  shrinks.  Finally  you  can  only  pay  salary  and 
wage  and  you  can't  buy  any  equipment.  How  can  you  do 
research?  This  is  the  truth/  particularly  in  the  physical 
sciences;  it  is  the  truth. 

So  therefore/  if  you  can  invite  them  in  when  you 
negotiate  or  discuss  these  things/  ask  the  research 
faculties  in/  and  that  will  help  a  great  deal.  They  may  have 
some  suggestions.  At  least  they  will  not  feel  that  they  were 
pushed  out  and  they  have  no  freedom  and  control.  At  least 
they  can  feel  that  they  have  some  control  on  this  budget. 

DR.  FREDRICKSON:  Thank  you/  Dr.  Wu.  We  have  three 
or  four  of  you  who  want  to  talk/  but  I  am  going  to  let  Jim 
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Kelly  give  the  first  part  of  his  presentation  today.  Jim^ 
can  you  take  10  or  15  minutes  and  use  it  as  you  like?  You 
may  be  historical  or  hysterical^  uhich  is  not  typical  of 
you.  I  will  get  back  to  the  rest  of  you. 

MR.  KELLY:  I  would  just  like  to  join  the  others  in 
saying  how  much  I  appreciate  being  here.  About  six  months 
ago  I  moved  into  retirements  and  my  last  job  was  to  address 
the  Association  of  Health  Science  Centers  in  Phoenixs 
Arizona^  and  my  topic  was  "From  Who's  Who  to  Who's  He?"  And 
I  must  says  coming  back  as  "Who's  He?"  to  deal  with  this 
problems  I  feel  that  if  no  more  progress  is  made  in  the  next 
25  yearss  you  can  bring  me  back  agains  and  I  won't  get  that 
out  of  date. 

I  would  sort  of  like  to  establish  my  credibility 
in  talking  about  this  problem  first  by  saying  that  I  had  the 
marvelous  opportunity  to  work  in  the  Secretary's  office  from 
1964  to  1970s  and  I  had  a  very  close  association  with  the 
National  Institutes  of  Health.  I  fell  in  loves  so  that  I 
have  somewhat  stars  in  my  eyes  about  the  NIH.  And  having 
left  the  HEWs  I  then  had  the  opportunity  to  serve  on  the 
Director's  Advisory  Committee  under  three  different 
directorss  and  I  think  it  was  for  a  period  of  five  years.  I 
think  that's  illegals  but  I  enjoyed  every  minute  of  it.  And 
in  my  final  roles  I  was  the  Acting  Chancellor  of  State 
University  of  New  Yorks  and  I  had  a  heart  attack  in  Stu 
Bondurant's  hospitals  and  I  had  increased  admiration  for  the 
National  Institutes  of  Healths  because  I  remember  when  they 
financed  the  first  heart  intensive  care  unit;  and  then  one 
year  after  thats  I  had  a  heart  by-pass  operations  and  I 
again  paid  my  respects  to  the  National  Institutes  of  Health. 
So  anything  that  I  say  that  sounds  objective  or  unbiased  is 
unreasonable  and  unfair. 

I  might  also  indicates  to  establish  my 
credibilitys  what  some  of  my  sins  are  in  the  area  which  you 
discussed.  I  was  privileged  to  establish  grants 
administration  policy  in  HEW.  I  established  Hank's  operation 
of  Grant  and  Contract  Financial  Management.  I  created  the 
HEW  Audit  Agency.  And  Ernest  Allens  who  is  here  todays  he 
and  I  were  the  major  contributors  from  HEW  to  write  the 
first  A-21. 


My  penance  was  that  I  then  went  to  Georgetown  as 
Executive  Vice  President  for  Administration  and  applied 
these  criterias  and  then  I  went  to  State  University  of  New 
York  where  I  was  the  Executive  Vice  Chancellors  and  for  a 
while  the  Acting  Chancellors  and  I  tried  to  apply  theses  and 
I  had  a  heart  attack  and  retired. 

(Laughter.  > 

I  thought  I  would  mention  that  I  really  believe 
that  an  issue  that  we  should  discuss  is  accountability 
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versus  accounting*  and  then  I  made  note  that  maybe  of  equal 
importance  is  establishing  the  distinction  between  nonprofit 
and  unprofitable*  because  I  really  think  that  that  is  the 
essence  of  the  argument. 

I  would  like  to  start  by  saying  that  I  think  the 
best  accountability  that  we  have  of  the  medical  research 
dollar  is  the  fact  that  in  the  period  of  the  major 
development  of  the  National  Institutes  of  Health*  if  my 
information  is  correct*  this  country  moved  from  a  very 
backward*  desultory  position  in  the  advancement  of  knowledge 
in  the  life  sciences  to  a  recognition  today  that  no  other 
country  in  the  world  approaches  this  country's  contribution. 
If  that's  true*  it's  the  best  accountability  there  is. 

It  has  nothing  to  do  with  direct  cost;  it  has 
nothing  to  do  with  indirect  cost.  The  question  is*  can  we 
contribute  to  man's  knowledge.  Can  we  contribute  to  the 
prolongation  of  useful  life  or  the  diminution  of  premature 
death?  Can  we  eliminate  unnecessary  and  undesirable 
suffering  or  alleviate  that*  and  are  we  preparing  the  next 
generation  to  further  improve  life*  and  are  we  developing 
the  kind  of  options  on  life  style  that  allow  people  to  make 
intelligent  decisions  about  their  life  and  how  productive 
and  useful  they  would  like  to  make  it. 

This*  to  my  mind*  is  accountability.  I  think  that 
some  of  the  best  accountability  we  have  done  is  the 
engagement — I  believe  I  am  right — 14  times  we  have  engaged 
external  sources  to  come  in  and  evaluate  what  we  were  doing 
with  Federal  money  in  support  of  medical  research*  such  as 
the  Uooldridge  Report*  such  as  the  more  recent  President's 
Biomedical  Research  Panels*  and  each  of  these  has  come  out 
with  some  suggestions  for  improvements  and  with  some 
criticism*  but  by  and  large  has  come  out  with  very  good 
report  cards  establishing  that  our  use  of  public  funds  for 
this  purpose  has  been  wisely  done. 

As  I  look  back — -you  really  can  go  back*  you  know* 
on  this  issue  to  a  laboratory  in  the  Staten  Island  Hospital* 
I  don't  know*  sometime  in  the  1880s*  and  that  was  just 
before  my  time*  where  you  can  go  back  to  the  Hygienic 
Laboratory*  which  was  in  Washington  at  25th  and  E  Streets* 

N, W, *  where  you  can  go  to*  what  is  it*  1937*  when  Magnuson 
and  others  introduced  the  cancer  program  for  the  National 
Institutes  of  Health*  and  the  movement  came  to  Bethesda. 

Well*  I  would  really  go  back  to  the  period  of 
1953*  and  pick  that  year  because  it  was  in  April  of  1953 
that  the  Department  of  Health*  Education*  and  Welfare  came 
into  being.  I  now  live  in  a  section  of  the  country  which 
doesn't  think  that  HEW  is  a  great  name*  and  so*  you  know*  I 
tell  people  that  I  was  from  Georgetown  University  and  not 
from  HEW*  and  they  had  a  marvelous  editorial  in  the  paper 
the  other  day  indicating  that  they  just  didn't  believe  that 
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the  bureaucrats  were  so  unimaginative  that  they  would  change 
the  name  from  HEW  to  HHS. 

But  it  is  sort  of  appropriate  to  talk  about  the 
span  from  April  1953  to  May  1980,  because  that's  the 
lifetime  of  HEW.  It  is  now  all  over,  and  a  new  piece  of 
machinery  comes  into  being. 

When  the  Department  was  created —  I  don't  have 
access  anymore  to  a  good  library,  and  so  1  had  to  depend 
upon  memory,  and  that  may  not  be  very  good — but  my 
recollection  is  that  in  1953,  when  HEW  was  created,  NIH  had 
an  appropriation  of  about  ^59  million.  The  Clinical  Center 
had  evolved  out  of  local  cocktail  parties  and  was  under 
construction.  The  Cancer  building  was  here,  the  central 
administration  building  and  six  or  seven  laboratory 
buildings,  and  that  really  is  about  all^ — and  the  Wilson 
house. 


So  from  that  point  to  now,  with  a  total 
appropriation  of  some  $3  billion,  has  evolved  the  whole 
concept  of  how  you  do  this;  and  1  think  that  looking  back 
you  really  have  to  pay  tremendous  respect  to  the 
administrators  who,  with  very  limited  funds,  made  some 
profound  decisions.  I  think  that  some  of  those  significant 
decisions  that  were  made  are  worthy  of  being  examined  and 
either  modified  or  marked  for  continued  support.  One  of 
these  decisions  was  that,  rather  than  undertake  an  expanded 
medical  research  program  in  this  country  in  Federal 
laboratories,  that  the  predominant  effort  would  be  made  to 
do  it  in  non-Federal  laboratories,  but  that  unlike  a  lot  of 
the  other  research — such  as  the  National  Science  Foundation 
or,  if  you  will,  the  new  Department  of  Education — that  there 
would  be  conducted  also  a  significant  amount  of  intramural 
research.  This  was  later  identified  as  roughly  10  percent  of 
the  total  program,  but  the  major  decision  was  that  research 
would  be  supported  in  non-Federal  laboratories. 

A  second  major  decision  was  that  those  non-Federal 
laboratories  would  not  be  predominantly  research 
laboratories,  but  they  would  be  a  utilization  of  the 
educational  institutions  in  the  United  States,  both  to 
capitalize  on  the  environment,  and  utilize  the  talents  that 
were  there  and  to  build  upon  and  expand  the  existing 
capacity  to  perform  research. 

A  third,  and  I  think  profound  but  misdirected, 
decision  was  that  we  would  use  the  grant  mechanism  rather 
than  the  contract.  The  reason  I  say  misdirected  is  that  I 
believe  we  made  an  error  of  judgment  in  the  development  of 
the  grant  in  not  truly  making  it  a  grant.  We  made  it  a 
reimbursement  contract  with  an  upper  limit,  and  we  called  it 
a  grant.  The  fact  of  the  matter  is  that  the  Federal 
Government,  and  NIH  in  particular,  makes  more  desirable 
contract  arrangements  with  profit-making  institutions  than 
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they  do  with  the  nonprofit  making  organi zat ions  that  they 
set  out  to  develop  and  to  support;  and  it  seems  to  me  that 
that  is  the  issue  that  we  are  now  dealing  with;  and  it's  not 
an  issue  of  indirect  cost;  it's  not  an  issue  of  direct 
costs;  it's  an  issue  of  the  fiscal  health  of  the 
institutions  on  which  we  have  placed  reliance  to  carry  out 
public  policy. 

Well;  you  can  go  on  in  this  stream.  The  one  thing 
you  do  know  is  that  you  have  to  find  a  way  to  weed  out  and 
eliminate  fraud.  Fraud  and  misrepresentation  will  destroy  a 
public  program;  and  so  wherever  this  exists;  it  must  be 
weeded  out;  it  must  be  eliminated;  and  no  educational 
institution  can  do  anything  except  support  the  programs  that 
are  designed  to  weed  out  fraud  and  misrepresentation.  It  is 
the  most  destructive  thing  that  occurs  in  the  execution  of 
public  policy. 

Now;  a  second  and  distinct  thing  from  fraud  and 
misrepresentation  is  the  question  of  efficiency  and  economy 
of  performance.  This  is  a  goal  to  be  desired.  This  is  a  goal 
that  is  not  achievable.  You  can  improve  it;  but  you  will 
always  live  with  a  high  degree  of  inefficiency  and 
uneconomical  conduct;  so  that  your  job  isn't  to  deal  with 
this  as  if  it  were  some  form  of  an  absolute;  that  you  can 
walk  in  and  say;  "Well;  that  is  inefficient;  that  is 
uneconomical."  You  can't  do  that;  it's  only  a  direction. 
Fraud  and  misrepresentation;  I  deal  with  as  an  absolute.  It 
is  a  matter  of  attitude;  and  when  you  confront  it;  you  must 
deal  with  it  head  on.  In  terms  of  inefficiency  and 
uneconomical  operations;  I  think  that  your  movement  has  to 
be  in  the  direction  of  improving  it. 

Now;  let  me  just  see  if  I  can  identify  how  I  think 
that  this  guides  you.  As  I  indicated;  I  participated  in  the 
creation  of  the  HEW  Audit  Agency;  and  I  guess  that  I  have 
been  accused  of  being  the  father  to  a  monster  on  many 
occasions;  and  I  do  believe  in  some  fundamental  changes  in 
policy.  Let  me  just  say  that  one  of  the  people  that  I  most 
admire  helped  modify  these  policies;  and  that  was  Elliot 
Richardson.  Elliot  and  I  worked  tog'ether  when  he  was  the 
Assistant  Secretary  for  Legislation  of  HEW;  and  then  I  spent 
only  a  few  months  with  him  after  he  became  secretary;  and 
one  of  the  things  that  he  did  that  I  was  sorry  I  didn't  stay 
here  to  counsel  him  on  was  to  indicate  that  in  order  to 
constrain  the  HEW  budget;  a  more  substantial  and  significant 
effort  should  be  made  to  recover  the  funds  that  have  been 
identified  in  audits  as  improperly  spent;  or  so-called  audit 
exceptions;  but  this  is  a  major  policy  modification  that  has 
occurred  since  the  origin  of  that  organization;  and 
everybody  wouldn't  agree  with  me;  including  some  people  in 
the  room  that  were  here  at  the  time. 

But  I  had  a  view;  for  both  philosophical  and 
pragmatic  reasons;  that  when  the  audit  identified  a  problem; 
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if  it  was  fraud  and  misrepresentation*  that  there  should  be 
an  immediate  step  taken  to  correct  that  and  to  correct  it 
retroactively.  The  money  was  improperly  spent  it  didn't 
belong  to  them;  and  whether  or  not  you  turned  it  over  to 
prosecutors*  whatever  you  did*  you  should  just  burn  it  out 
of  the  system.  You  can't  afford  to  have  it.  But  when  you 
were  dealing  with  the  question  of  wisdom  of 
expenditure — dealing  with  the  question  of  economy  and 
efficiency  in  the  organization — it  was  my  view  that  you 
should  deal  with  the  problem  prospectively.  As  I  say* 
philosophically*  I  think  that  this  is  the  wiser  way  to  do 
it*  but  pragmatically*  it  is  extremely  important. 

I  met  with  the  school  authorities  in  one  of  the 
major  school  districts  in  the  United  States*  and  one  of  the 
largest  States  in  the  United  States*  on  an  audit  issue  that 
involved  ^15  million  of  funds  that  were  considered  to  have 
been  improperly  spent*  and  when  I  indicated  to  them  the 
change  in  policies  and  procedures  that  I  thought  should  be 
undertaken  in  order  that  this  kind  of  problem  would  not 
occur  in  the  future*  they  said  to  me*  "Do  you  mean*  if  we 
make  those  changes  that  deal  with  this  problem*  then  we 
don't  owe  you  ^15  million?"  And  I  said  yes*  and  I  will  tell 
you*  within  24  hours*  they  had  adopted  a  new  set  of  policies 
and  procedures. 

I  entered  another  dispute  in  one  of  the  major 
universities  in  the  United  States  which  was  very  similar* 
and  it  involved  over  a  million  dollars.  The  issue  was*  you 
have  to  pay  it  back*  but  there  was  also  a  series  of 
recommendations  of  the  changes  that  you  should  make*  and  the 
net  result  of  those  negotiations  was*  if  we  agreed  to  make 
the  changes  that  have  been  proposed*  we  would  be  admitting 
that  we  spent  a  million  dollars  improperly  and  that  we  owe 
it  to  you*  and  there  is  no  way  in  the  world  that  we  can  make 
that  admission*  so  we  can't  change  the  policies  and 
procedures*  and  four  years  later  the  same  set  of  inefficient 
and  uneconomical  arrangements  were  still  in  place  because 
that  was  the  best  defense  against  agreeing  that  you  ought  to 
pay  it  back.  So  for  very  pragmatic  reasons*  I  believe  that 
the  evaluative  system  should  be  one  that  is  designed  to  make 
tomorrow  better  than  yesterday  and  not  try  to  make  yesterday 
better  than  yesterday  was;  and  I  believe  if  this  attitude 
were  taken*  and  if  what  in  fact  we  have  is  a  partnership 
arrangement  between  the  colleges  and  universities  and  the 
Federal  Government  in  fulfilling  a  public  objective*  it 
seems  to  me  that  this  is  far  and  away  the  wisest  course  of 
action. 


I  particularly  believe  this  to  be  true  with 
respect  to  t ime-and-ef f ort  reporting.  Sometime  in  the  middle 
to  latter  part  of  the  1960s*  a  delegation  of  deans  of 
medical  schools  from  AAMC*  they  visited  me*  and  the  issue 
was  time-and-ef f ort  reporting*  about  which  I  didn't  know 
very  much*  but  I  learned  a  lot.  So  I  agreed  to  have  a  study 
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made/  and  we  undertook  a  study  of  a  selected  group  of 
institutions/  and  we  found  that  something  more  than  95 
percent  of  all  of  the  t ime-and-ef f or t  reports  were  identical 
with  the  estimate  of  time  that  was  included  in  the  grant 
application/  and  I  just  think  that  the  discipline  that 
brought  this  about  is  absolutely  astonishing.  But  it 
establishes/  it  seems  to  me/  that  it^s  really  not  a  very 
useful  exercise  to  require  t ime-and-ef for t  reporting  if  that 
is  the  outcome. 

But  let  me  say  that  the  incentives  to  make  it  come 
out  that  way  are  absolutely  tremendous.  If  you  employ  a 
faculty  member  who  is  100  percent  engaged  in  the  sponsored 
research/  and  he's  supported  by  five  grants/  each  of  which 
he's  supposed  to  spend  20  percent  of  his  time  on/  and  some 
event  occurs  that  causes  him  to  skew  his  time  so  that  he 
spends  50  percent  of  his  time  on  one  project  and  12.5 
percent  on  the  others/  we  have  a  very  interesting  outcome. 
The  university  now  has  to  fund  30  percent  of  his  faculty 
from  university  funds/  because  the  grant  on  which  he  now 
spends  50  percent  of  his  time/  rather  than  the  20  percent 
that  he  agreed  upon/  can  only  receive  a  maximum  of  the  20 
percent.  And  for  the  ones  where  he  is  now  spending  12.5 
percent/  rather  than  20  percent/  they  are  only  going  to  pay 
for  the  time  he  spent/  and  the  net  result  is  that  you  end  up 
with  30  percent  of  his  time  that  isn't  covered  by  any 
sponsored  program.  It  isn't  included  in  the  university's 
budget/  but  the  university  has  to  come  up  with  it/  and  that/ 
it  seems  to  me/  is  very  unwise.  You  have  established 
incentives  such  that  being  honest  is  a  terrible  detriment/ 
because  it  is  a  one-way  street.  Uie  only  allow  it  one  way. 

It  wouldn't  bother  me  if  the  aggregate  of  all 
Federal-sponsored  funds  had  to  be  met  or  you  had  to  pay  it 
back/  but  to  say  that  every  individual  project  has  got  to 
meet  that  kind  of  test/  it  seems  to  me/  is  an  unreasonable 
position  to  take/  and  all  of  the  incentives  move  in  the 
wrong  way.  Now/  let  me  just  point  out  that/  on  the  other 
hand/  I  think  the  idea  that  a  person  doesn't  know  how  much 
time  to  charge  to  an  individual  project — given  all  of  the 
problems — you  know/  that  he  is  engaged  in  teaching/ 
research/  and  patient  care — it  is  phenomenal  that  he  knows 
exactly  how  much  to  charge  in  a  grant  application/  but  he 
doesn't  know  what  to  charge  after  he  has  gotten  the  funds; 
and  I  just  think  that  the  same  principles  apply/  and  I 
really  am  not  that  sympathetic  with  the  concept  that  we 
don't  know  how  much  to  charge  when  we  knew  how  much  to  ask 
for. 


So  I  really  think  that  the  issue  of 
time-and-ef f or t  reporting  should  be  nothing  better  than  an 
indicator  of  how  time  was  utilitized  in  order  to  sharpen  the 
judgment  that  we  use  to  apply  in  subsequent  grant 
applications/  and  to  indicate  that  the  institution  should  be 
seeking  modification  of  their  grant  proposals  to  be  more  in 
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relationship  to  hoiu  actual  time  is  being  spent;  but  I  do 
think  that  t ime-and-ef f or t  reporting^  as  it  is  now 
perceived*  is  a  very  unwise  policy.  I  read  the  new  A-21*  and 
perhaps  the  monitored  workload  system  does  offer  some 
promise  of  dealing  with  this  in  a  wiser  manner*  but  I  myself 
have  a  great  deal  of  skepticism  on  the  wisdom  of  trying  to 
do  finite  accounting  grant  by  grant.  It  would  seem  to  me 
that  it  would  be  sufficient  to  identify  that  the  aggregate 
of  faculty  time  that  is  supported  by  sponsored  programs  is 
in  fact  applied  to  sponsored  programs*  and  that  it  does  not 
have  to  apply  to  each  grant  individually. 

A  study  that  I  participated  in  at  the  Institute  of 
Medicine  on  the  cost  of  health  professional  education 
indicated  that*  sort  of  contrary  to  the  popular  wisdom*  a 
substantial  amount  of  research  funds  are  not  directed 
towards  objectives  other  than  the  research  objective.  In  all 
of  the  institutes  that  were  selected  for  the  conduct  of  that 
study*  only  one  institution — -and  unfortunately  I  do  not  know 
its  name  because  we  were  only  given  numbers  of 
institutions— but  only  one  institution  demonstrated  that 
there  was  a  lesser  degree  of  effort  related  to  sponsored 
research  than  income  derived  from  that  research.  All  of  the 
other  institutions  in  the  study- — nursing*  dentistry* 
medicine*  pharmacy*  all  of  them-—  demonstrated  that  the 
resources  obtained  from  sponsored  programs  were 
significantly  less  than  the  amount  of  t ime-and-ef f or t  for 
the  proportion  of  institutional  activity  devoted  to  the 
conduct  of  research. 

This  kind  of  study*  it  seems  to  me*  is  a  more 
useful  method  of  approaching  accountability  than  the  effort 
to  do  finite  accounting.  It  seems  to  me  that  fraud  and 
abuse*  we  should  wash  out*  that  improvement  of  economy  and 
efficiency  should  be  our  goal*  and  it  should  be  a 
prospective  goal*  rather  than  a  retrospective  goal*  that  we 
are  in  need  of  visualizing  the  concept  that  our  role  in  the 
use  of  these  public  resources  is  to  improve  the  output*  and 
if  we  can  improve  the  efficiency  and  economy*  we  have  made 
these  funds  go  farther*  that  we  can  do  more  in  accumulating 
knowledge*  and  that  we  have  a  strong  responsibility  to  move 
in  the  direction  of  fiscal  health  of  the  institutions  that 
we  are  dependent  upon. 

I  have  a  suggestion  along  those  lines:  When  the 
Medicare  Program  was  developed — was  it  HCFA?— the  Advisory 
Committee  on  Medicare  came  up  with  a  judgment  that  was 
really  developed  by  a  former  budget  director  who  then  became 
the  President  of  Brookings  and  is  now  deceased*  in  which  he 
took  a  view  that  was  an  economic  rather  than  an  accounting 
view*  and  he  persuaded  everyone  to  allow  the  full  cost  of 
depreciation  of  buildings  and  equipment*  irrespective  of 
whether  those  facilities  had  been  developed  with  public 
funds*  and  his  argument  was  that  the  purpose  of  allowing 
this  was  not  to  pay  somebody  back  for  the  funds  they  had 
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invested/  but  to  ensure  a  continuing/  viable  instituion  that 
can  provide  patient  care. 

Now/  he  had  a  view  that  was  not  brought  about; 
that  that  should  go  into  a  funded  reserve  and  be  used  for 
capital  improvement  and  for  the  viability  of  the 
institution/  and  that  hasn't  yet  occurred.  I  believe  that  we 
would  be  wise/  in  the  indirect  cost  policy/  to  arrange  for  a 
full  allowance  for  buildings/  facilities/  and  equipment — but 
to  require  that  the  institutions  demonstrate  that  the  funds 
are  being  used  for  the  purpose  of  improving  the  facilities; 
extending  their  useful  life  and  updating  the  equipment.  The 
only  really  free  money  that  is  available  to  an  institution 
is  the  funds  that  they  obtain  for  the  deprec iation/  but 
that's  only  on  the  facilities  which  they  put  up.  If  the 
Government  put  it  up/  they  don't  get  anything  for  it.  I'm 
saying  I  would  change  that:  Give  them  the  funds  for 
depreciation  of  all  buildings  and  facilities  no  matter  who 
paid  for  them/  but  require  that  those  funds  go  for  the 
perpetuation  and  improvement  of  physical  facilities. 

I  think  that  the  whole  research  establishment  in 
the  United  States  over  the  last  ten  years  has  declined 
appreciably  because  of  aging  facilities  and  equipment/  and 
the  resources  have  not  been  as  good  as  they  were  in  the 
preceding  10  or  20  years  for  creating  the  kind  of  plant  and 
environment  in  which  the  best  research  can  be  conducted.  I 
think  it  is  very  difficult  to  go  and  seek  the  funds  to  do 
this/  but  this  is  a  methodology  that  would  provide  the  funds 
and  utilize  them  in  ways  that  would  enrich  the  physical 
facilities  in  which  research  is  conducted/  and  I  could  go  on 
and  on/  but  I  see  that  the  12  minutes  Don  gave  me  has 
elapsed. 


DR.  FREDRICKSON:  Thank  you/  Jim.  I  am  delighted 
that  our  advances  in  medical  care  kept  pace  with  your  need 
for  them.  Jim  Kelly  will  be  back  after  the  5:00  o'clock  news 
for  a  brief  summary/  but  there  is  just  a  moment  of  time  to 
catch  up  on  some  commentators.  John  Sherman/  you  were  cut 
off  there  at  the  pass. 

DR.  SHERMAN:  Not  all  the  creative  accounting  has 
been  on  the  academic  side.  There  was  a  bit  in  the  Congress 
that  has  left  us  a  legacy  that  hasn't  been  mentioned  in  the 
context  of  costing  out  research/  particularly  vis-a-vis  the 
institution's  contribution/  and  that  is  cost-sharing.  Don/ 
it  needs  to  be  examined/  I  think/  in  terms  of  the 
circumstances  which  brought  it  about  and  the  purposes  which 
may  or  may  not  have  been  fulfilled  by  a  decade  of  its 
presence. 


DR.  FREDRICKSON:  Mr.  Meadow? 

MR.  MEADOW:  You  may  be  interested  in  knowing  that 
the  actual  cost-sharing  of  the  administration's 


T  73 


appropr iat ions  bills  this  year  all  permit — the  three  bills 
that  contain  cost-sharing  provisions — all  permit 
cost-sharing  to  be  implemented  on  an  institution-wide  basis 
rather  than  grant  by  grant»  which  has  been  the  case  of 
several  of  the  agencies  in  the  past. 

DR.  FREDRICKSON:  Kenneth  Brown?  Do  you  remember 
what  it  was  you  wanted  to  say? 

DR.  BROUN:  Yes.  I  was  a  little  disturbed  a  while 
ago  to  be  misquoted  as  having  seriously  suggested  we  should 
decrease  the  indirect  cost  allowance.  I  have  never  made  such 
a  suggestion.  But  I  am  much  more  disturbed  that  I  don't 
think  we  are  addressing  one  of  the  most  important  problems 
in  this  whole  matter.  Mr.  Kelly  suggested*  I  think  very 
wisely*  that  we  should  concentrate  on  the  future.  Well*  if 
we  look  at  the  picture  that  we  developed  in  that  little 
study  from  the  figures  in  NEI*  what  we  see  is  that  over  the 
period  from  this  last  decade  approximately*  the  increase  in 
the  indirect  cost  allowance  has  dramatically  decreased  the 
amount  of  funds  that  are  available  for  the  direct  costs  of 
research . 


Now*  1  think  we  have  to  take  it  as  basic  that  the 
funds  that  are  used  for  the  direct  cost  of  research  are  the 
heart  of  the  entire  research  program.  They  are  the  reason 
that  we  have  a  research  program.  This  is  the  money  the 
taxpayer  has  put  up*  and  they  are  interested  in  having  it 
used  wisely  to  produce  the  most  and  the  best  research  that 
they  can*  and  so  we  have  got  to  be  interested  in  the  direct 
costs  of  research*  and  I  have  heard  very*  very  little  about 
that  today.  There  has  been  a  great  deal  of  talk  about  the 
indirect  costs*  but  I  don't  see  any  addressing  of  the  issue 
that  the  present  mechanism  whereby  the  indirect  and  direct 
costs  are  determined  is  such  that  with  the  rising  cost  of 
the  indirect  aspect*  the  direct  is  going  down. 

Now*  maybe  we  can  tolerate  that  up  to  a  certain 
point*  but  it  seems  to  me  that  what  1  pointed  out  this 
morning  is  a  very  important  indication  that  we  are  already 
getting  to  a  critical  level.  We  have  already  gotten  to  the 
critical  level  where  faculty  are  becoming  concerned*  and  I 
have  heard  a  great  deal  of  misquoting  here  also  of  the 
reason  for  the  faculty  concern:  It  is  not  because  of  how  the 
money  is  spent  on  indirect  cost*  it  is  because  of  the  fact 
that  the  money  available  for  the  direct  cost  of  research  is 
decreasing  and  faculty  are  becoming  more  and  more  aware  that 
this  is  one  of  the  reasons  why  that  is  occurring. 

So  I  think  we  have  to  be  very  concerned  about  the 
process*  and  the  way  the  process  has  operated  over  the  last 
ten  years*  and  what  that  is  telling  us  now  about  what's 
going  to  happen  in  the  future  if  nothing  is  done.  In  my 
view*  unless  something  is  done  to  change  the  nature  of  the 
process*  then  it's  inevitably  a  runaway  situation*  and  I 
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have  heard  suggestions  that  would  amount  to  major  increases^ 
perhaps#  in  the  indirect  cost  allowance  and  even  a 
suggestion  that  a  large  indirect  cost  allowance  was  an 
indication  of  a  healthy  system.  But  this  completely  ignores 
the  fact  that  in  that  situation  the  direct  costs  are  going 
to  be  vastly  decreased#  and  while  we  haven^t  yet  reached 
crisis  proportions  here#  I  do  think  that  is  the  absolute 
heart  of  the  problem  and  cannot  be  ignored. 

DR.  FREDRICKSON:  I  think  it  is  a  corollary  to  what 
you  say#  Dr.  Brown#  that  you  certainly  believe  that  the 
indirect  costs  are  not  as  necessary  as  the  direct  costs  for 
the  conduct  of  research.  Does  that  not  follow  from  what  you 
say?  You^re  not  convinced  from  what  you  have  heard  or  seen. 
If  that  is  not  true#  then  how  otherwise  can  you  reconcile 
your  concern  only  with  the  direct  costs?  Do  I  make  myself 
c lear? 


DR.  BROWN:  I'm  sorry.  I  really  don't  understand 
your  question. 

DR.  FREDRICKSON:  Perhaps  someone  else  can  rephrase 
it.  Jim  Kelly? 

MR.  KELLY:  Yes.  I  was  going  to  suggest#  Dr-  Brown# 
maybe  you  look  at  the  problem  from  a  different  vantage 
point — that  the  advent  of  increased  cost  of  doing  business 
without  a  corresponding  increase  in  the  resources  has 
decreased  the  resources  that  are  available  for  research. 

This  distinction  between  whether  it  is  direct  or  indirect  is 
still  dealing  with  the  question  of  the  cost  of  research. 

Then  let  me  say  that  I  really  don't  have  enough 
data#  I  suppose#  to  give  you  any  authoritative  analysis#  but 
on  the  basis  of  my  experience  with  national  associations  and 
with  Georgetown  and  State  University  of  New  York#  I  would 
conclude  that  the  increase  that  you  show  in  your  report  from 
31  percent  to  41  percent  over  a  ten-year  period  in  indirect 
cost#  in  all  probability#  is  representative  of  two  things: 
One#  I  believe  that  the  most  significant  change  that  has 
occurred  in  that  ten-year  period -in  university  costs  is 
utility  costs#  and  the  utility  costs  in  a  university  would 
be  very  much  greater  than  they  are  if  it  had  not  been  for 
the  extraordinary  measures  that  have  been  taken  to  try  and 
conserve  utilities.  But  I  think  one  figure  given  today  was 
that  there  is  a  sixfold  increase  in  the  amount  of  money 
that's  going  into  utilities.  If  you  took  utilities  out  of 
the  picture#  I  think  you  would  find  that  you  don't  have  as 
appreciable  a  change  as  you  indicated. 

If  you  remember  looking  at  the  Washington 
University  figures#  they  showed  that  you  went  from — in  terms 
of  total  indirect  cost  in  the  institution — that  in  the 
medical  school  you  went  from  10  percent  to  9.7  percent#  and 
in  the  hilltop  or  nonmedical  school  you  went  from  4.8 
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percent  to  4  percents  so  thati  in  fact^  indirect  costs  of 
sponsored  programs  didn't  go  up;  and  I  truly  believe^  I  just 
know/  that  in  State  University  of  New  York/  you  can  take  a 
period  of  15  years  and  find  that  administrative  and  fiscal 
management  is  5  percent  of  the  institution/  and  operations 
and  maintenance  exclusive  of  utilities  is  4  percent  of  the 
institution/  and  that  two  major  shifts  occurred/  one  of 
which  you  treat  in  indirect  costs  and  the  other  in  direct 
costs/  and  that  is  the  cost  of  fringe  benefits:  Social 
Security  doubled/  and  the  cost  of  utilities  went  up/ 
somewhat  quadrupled. 

Now/  the  other  element  that  could  have  occurred  in 
that  31  percent  to  41  percent  is/  as  financing  becomes  more 
difficult/  as  sources  of  funds  become  more  difficult  to 
find/  you  tend  to  refine  your  data  and  to  seek  full 
reimbursement  without  any  cost  having  gone  up.  You  now  are 
identifying — you  are  going  to  find  Dr.  Danforth  saying  that 
that  $9.2  million/  he  wants  it,  not  because  the  cost  went  up 
by  $9.2  million/  but  because  he  has  been  funding  that  $9.2 
million  from  some  other  source/  and  he  wants  it  from  this 
source.  That  is  not  an  increase  in  cost/  now;  this  is  merely 
a  recognition  of  cost/  and  I  myself  believe — I  know  that 
everybody  here  doesn't — I  myself  believe  that  we  have 
greatly  overstated  how  much  the  costs  have  gone  up  because 
we  do  more  refined  accounting/  because  we  do  a  lot  more 
auditing/  because  we've  got  OSHA/  because  we've  got 
Affirmative  Action.  I  think  those  costs  are  very  limited. 

I  know  that  in  one  of  the  papers  that  was 
distributed/  there  was  an  indication  that  the  cost  of 
financial  management  had  gone  up  more  than  the  cost  of  the 
financing  itself/  and  I  must  say  I  don't  think  the  cost  of 
financial  management  has  gone  up  by  as  much  as  1  percent  in 
the  last  20  years. 

DR.  FREDRICKSON:  Dr.  Brown/  do  you  want  a 
rejoinder/  and  then  we  will  move  on  to  the  rest  of  the 
agenda. 


DR.  BROWN:  Well/  this  is  a  very  complex  issue;  but 
first  of  all/  the  indirect  cost  allowance  that  we  are 
talking  about  in  that  study  has  nothing  to  do  with  what  one 
would  compute  as  the  actual  indirect  cost/  but  is  the 
proportion  of  the  total  budget  of  the  individual  institutes 
which  is  paid  right  off  the  top  into  indirect  costs  and/ 
therefore/  is  decreasing  the  amount  of  money  available  to 
the  investigator  for  direct  costs.  If  that  is  a  false  point 
of  view/  you  will  have  an  extremely  difficult  time 
explaining  this/  but  I  would  be  very  glad  to  try  to — 

MR.  KELLY:  Well/  let  me  just  try  one  time  again. 

If  you  have  two  principal  investigators  that  both  make 
$50/000/  and  you  have  to  pay  50  percent  of  that  for  indirect 
costs/  and  that  is  $50/000/  so  now  this  adds  up  to  $150/000. 
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Noiui  say  you  only  have  $75/000.  You  end  up  that  you  have  one 
principal  investigator  with  $50# 000  and  indirect  costs  of 
$25# 000.  You  don't  take  $50# 000  off  the  top#  you  only  take 
off  the  top  a  proportion  of  the  direct.  So  the  total  amount 
of  money  that's  available  for  research  is  diminished  by 
increased  cost#  and  then  that  amount  is  divided 
proportionately  between  direct  and  indirect#  and  it  is  a 
mistake  to  believe  that  if  you  had  a  $150,000  program#  with 
$50,000  for  indirect  costs#  you  take  that  off  the  top#  and 
that  somehow  or  other  the  direct  then  fell  from  the  $100,000 
to  $50# 000.  That's  not  the  way  it  works.  If  the  direct  falls 
from  $100,000  to  $50,000#  indirect  falls  from  $50,000  to 
$25#  000. 


DR.  FREDRICKSON:  We  will  get  back  again#  Dr. 

Brown#  on  this  same  subject.  It  is  very  important.  I  do  want 
to  keep  on  schedule  to  the  extent  that  we  can.  We  are 
changing  the  agenda  because  of  the  late  arrival  of  Fred 
Bohen.  I  would  like  to  welcome  Hale  Champion  who  has  just 
come  in.  We  are  next  going  to  hear  from  Mr.  John  Lordan#  who 
is  the  Chief  of  the  Financial  Management  Branch  of  the 
Office  of  Management  and  Budget.  And#  Jim#  you  said  you  were 
the  father  of  A-21#  I  guess  I  thought  Mr.  Lordan  was#  but  at 
least  he  is  its  curator  right  now#  as  far  as  I  know#  and  we 
are  delighted  to  welcome  you  here#  Mr.  Lordan#  to  give  us 
some  thoughts  on  cost  principles  for  educational 
institutions  from  the  0MB  vantage  point. 

MR.  LORDAN:  Well#  every  play  needs  a  villain.  It's 
not  at  all  unusual  to  introduce  him  in  the  second  act.  If  I 
can  avoid  that  role#  though#  I'll  strive  vigorously  to  do 
so.  Jim  Kelly  did  admit  to  being  the  father#  or  at  least  one 
of  the  principal  authors#  of  A-21#  and  father  of  the  HEW 
Audit  Agency.  Hale  Champion  had  the  dubious  distinction  of 
transmitting  the  proposal  for  the  revision  of  A-21  to 
us — and  that  reminds  me  of  a  Casey  Stengal  story.  Casey  was 
chastising  his  center  fielder  for  an  inadequate  performance# 
and  to  show  him  how  to  do  a  better  job#  he  took  the  field 
himself.  The  first  ball  went  through  his  legs#  the  second 
went  over  his  head#  and  the  third  fell  out  of  his  glove. 
Casey  returned  to  the  dugout  and  threw  the  glove  down  and 
said#  "You've  got  center  field  so  screwed  up#  nobody  can 
play  i t ! " 


(Laughter ) 

MR.  LORDAN:  That's  not  to  suggest  that  Mr.  Kelly 
and  Mr.  Champion  left  us  with  a  Circular  A-21  that  was 
beyond  redemption#  but  I  think  you  will  all  admit  that  when 
we  began  that  task  of  revision#  it  was  a  formidable  chore. 
It  began — for  those  of  you  who  haven't  the  sense  of  history 
that  Mr.  Kelly  has — it  began  over  four  years  ago  with  the 
recommendation  by  the  House  and  Senate  Appropriations 
Committee  that  HEW  reexamine  the  cost  principles  and  make 
recommendations  to  0MB  for  the  revision  of  Circular  A-21. 
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Those  recommendations  were  made<  and  when  the  new 
administration  came  into  office  in  1977i  the  Department  took 
still  another  look  at  what  had  been  submitted#  made  some 
revisions#  and  resubmitted  them  to  us.  We  circulated  those 
widely  for  comment  to  university  groups#  to  affected  Federal 
agencies#  and  to  others  that  we  knew  would  be  interested. 

We  received#  in  addition  to  a  lot  of  technical 
comment#  we  received  what  was#  in  effect#  a  counterproposal 
from  one  of  the  university  groups.  We  provided  that  the  same 
courtesy#  distibuting  it  again  very  widely  for  comment#  and 
based  on  both  of  these  proposals#  and  on  what  we  learned  in 
over  a  year's  time  in  considering  the  comments  and 
discussing  the  potential  for  revision  with  various  groups# 
□MB  finally  constructed  a  proposed  revision. 

We  thought  it  an  eminently  fair  and  reasonable 
document.  We  soon  found  out  otherwise.  That  one  was 
published  as  the  first  0MB  suggestion  for  revision  in  the 
"Federal  Register."  We  made  this  a  public  process#  held 
public  hearings  on  it.  And  we  met  with  more  university 
groups#  I  think#  than  one  would  care  to  count.  It's  an 
interesting  phenomenon  of  universities  that  they  probably 
have  more  groups  and  associations  than  any  other  similar 
number  of  individuals.  I  met  just  recently  with  a  group  that 
is  made  up  of  the  presidents  of  other  university 
associations#  and  I  have  no  doubt  that  before  we  are 
through#  there  will  an  association  of  the  wives  of 
presidents  of  university  associations  with  whom  we  have  to 
deal  in  one  way  or  another. 

Finally#  though,  after  what  I  think  was  a  very 
constructive  process#  after  an  exchange  of  views  with  a  very 
large  number  of  individuals  and  groups#  after  receiving  and 
analyzing  some  300  comments  from  members  of  Congress#  from 
Federal  agencies#  from  universities#  their  associations# 
professional  groups#  faculty#  researchers#  administrators# 
the  broad  spectrum  of  individuals  likely  to  be  affected#  we 
did  revise  Circular  A— 21  in  March  of  1979.  We  called  for  its 
implementation  in  October  of  that  year#  suggesting  that  it 
be  phased  in  at  the  beginning  of  the  next  fiscal  year  at 
each  of  the  institutions  that  would  be  responsible  for 
implementing.  So  we  are  well  into  an  implementation  phase. 

It  is  useful#  I  think#  to  have  discussions  like  this#  to 
hear  about  some  of  the  implementation  problems#  but  I  think 
it  is  important  that  you  understand  our  view#  that  it  is  a 
job  completed.  The  Circular  has  been  revised#  and  some  of 
the  problems  that  you  may  be  facing  on  campus  represent  your 
task#  your  step  in  the  process  of  implementation. 

We  are#  of  course#  open  to  suggestions  for 
additional  revisions  of  the  Circular,  We  always  are.  The 
National  Commission  on  Research  has  suggested  that  the 
Circular  be  reconsidered  in  from  three  to  five  years#  and 
certainly  it  will  be.  We  have  accepted  that  recommendation 
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in  testimony  before  the  Congress^  and  if  there  is  a  merciful 
God/  perhaps  I  won't  be  there  at  the  time/  but  OMB  is 
nonetheless  committed  to  making  that  examination. 

In  the  meantime/  though/  there  is  a  considerable 
amount  of  work  to  be  done  by  the  universities  in  finding 
ways  to  reasonably  implement  what  represents  a  fairly  broad 
set  of  cost  principles.  They  are  not  the  detailed  kind  of 
cost  accountability  requirements  that  one  would  apply  in  a 
procurement  situation.  They  surely  are  not  very  close  to  the 
Armed  Services  procurement  regulations  that  Defense  uses/  or 
the  Federal  procurement  regulations  that  the  civilian 
agencies  use/  or  the  cost  accountability  standards  issued  by 
Congress's  Cost  Accounting  Standards  Board.  In  fact/  we  went 
to  some  pains  to  negotiate  with  the  Cost  Accounting 
Standards  Board  for  relief  for  universities  from  their 
requirements.  Even  though  universities  may  be  receiving 
national  Defense  procurements  covered  by  the  Act/  they  are 
nonetheless  relieved  as  a  result  of  a  coordinated  action 
with  the  A-21  revision — relieved  from  complying  with  those 
standards  which  are  in  fact  designed  for  an  industrial 
environment  and  which  would  be  very  difficult  for 
universities  to  pick  up  and  implement. 

At  each  step  in  this  process/  I  think  we  have  been 
mindful  of  the  reality  and  the  charge  of  excess  paper  work/ 
and  in  analyzing  comments/  we  were  particularly  sensitive  to 
assure  that  the  Circular  itself  did  not  impose  additional 
paper  work.  As  some  examples:  The  simplified  method  for 
small  universities  for  computing  overhead  was  extended  to  a 
higher  dollar  threshhold.  The  monitored  work  load/  which  Jim 
Kelly  expressed  some  optimism  for/  that  method  of  keeping 
track  of  personnel  costs  requires  far  less  reporting  than 
had  been  the  case  heretofore.  The  reduction  in  the  frequency 
of  faculty  personnel  activity  reports — again  something  which 
I  think  we  may  lose  sight  of  occasionally. 

In  the  past/  Circular  A-21  called  for  personnel 
activity  reports  on  a  monthly  basis.  That  has  been  trimmed 
back/  now/  to  reporting  once  each  academic  term/  a 
considerable  reduction  in  the  frequency/  a  considerable 
reduction  in  the  burden  that  paper  work  imposes  on  faculty/ 
who  indeed  would  be  better  employed  in  their  research  than 
in  paper  work  to  justify  reimbursement  from  the  Government. 

Let  me  point  out/  though/  that  the  great 
difficulty  that  appears  to  be  emerging  on  campus  is  not  that 
of  documenting  the  direct  charges  to  research.  The  division 
of  effort  that  Mr.  Kelly  referred  to  that  is  made  in  a 
proposal  and  then  subsequently  reported  is  not  the  major 
problem.  The  major  problem  is  rather  with  documenting  those 
elements  of  cost  which  are  only  indirectly  reimbursed  by  the 
Federal  Government.  The  reason  that  the  various  categories 
have  to  be  introduced  into  campus  forms  is  that  the 
university  wants  to  recover/  and  indeed  is  entitled  to 
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recover#  every  cent  that  its  cost  ac c ountab i 1 i ty 
documentation  will  support  out  of  the  principles  in  A-21.  So 
the  sharper  the  university  administrator's  pencil — the  more 
precise  their  accountability- — the  more  difficult  the  burden 
of  supplying  documentation  becomes  to  the  faculty.  We  would 
be  delighted#  we  in  the  Federal  Government  would  be 
delighted  to  have  less  paper  work  if  universities  wanted 
less  cost  recovery.  We  have  said  that  from  the  beginning. 

(Laughter ) 

If  we  could  devise  a  standard  rate  that  would  be 
acceptable#  somehow  voted  on  by  the  multiplicity  of 
associations  as  a  rate  that  would  apply  to  all  grants#  and 
if  it  were  one  that  would  leave  us  as  a  Federal  Government 
whole  with  regard  to  the  cost  of  research — of  course  we 
would  embrace  it.  But  we  know#  as  you  know#  that  as  soon  as 
we  did#  all  those  who  are  higher  than  the  average  would  rush 
in  with  their  calculations#  with  their  documentation#  the 
paper  work  they  have  imposed  on  their  faculty  to  demonstrate 
that  their  rate  should  be  higher  than  the  average#  and  the 
only  ones  who  would  find  the  average  acceptable  would  be 
those  who  had  a  pretty  good  idea  that  their  actuals  were 
less  than  the  average. 

Jim  Kelly  made  a  point  about  the  importance  of 
stamping  out  fraud  and  waste  in  any  government  programs. 
Certainly  we  all  can  endorse  that#  but  let  me  add  that  it  is 
also  important  to  establish  a  measure  of  credibility  with 
respect  to  costs  that  are  being  charged  to  the  Government. 
That  is#  it  is  not  enough  to  say  that  a  certain  amount  of 
money  went  to  the  university  and  they  did  a  certain  amount 
of  research  but  we  are  not  quite  sure  what  they  did  it  on# 
and  we  are  not  quite  sure  that  it  was  done  consistent  with 
100#  200#  400#  500  grants  that  are  in  place  on  that  campus# 
because  people  tend  to  look  at  things  one  at  a  time. 
Certainly  auditors  do#  and  that  is  the  role  they  are  playing 
in  our  Government#  and  investigators  from  Congressional 
committees  tend  to  look  at  things  one  at  a  time#  and 
reporters  tend  to  look  at  things  one  at  a  time#  and  in  fact 
the  taxpayer  has  a  right  to  look  at  things  one  at  a  time.  We 
have  got  to  have  credibility  in  the  charges  that  are  being 
borne  by  the  Federal  Government.  We  can  go  a  long  way  toward 
simplifying  the  paper  work#  reducing  the  burden.  This 
administration  is  very  committed  to  doing  that.  We  tried  to 
do  it  on  A~21.  We  have  tried  to  do  it#  as  you  know#  on 
Circular  A-110#  standardizing  a  whole  range  of 
administrative  requirements  that  in  the  past  were 
represented  by  various  and  conflicting  regulations  of 
individual  agencies.  But  we've  got  to  have  some 
credibility — to  go  back  to  the  Congress#  back  to  the 
taxpayer — that  the  charges  to  the  individual  grants  are 
consistent  with  the  way  they  were  proposed  and  the  way  we 
were  told  they  were  going  to  be  carried  out. 
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It  isn^t  enough  to  stop  at  the  threshhold  of  fraud 
and  abuse.  Uie^ve  got  to  do  more  than  that*  because  this 
isn't  Government  money.  This  isn't  some  free  resource  that 
is  being  allocated  by  the  Office  of  Management  and  Budget  or 
by  the  President;  these  are  hard-earned  tax  dollars  that  we 
have  to  take  away  from  people.  We've  got  to  explain  to  them 
why  it's  important  that  we  take  it  away. 

The  budget  situation  that  we  face  today  is  well 
known  to  all  of  you*  and  the  prospects  of  what  we  are  going 
to  face  in  the  next  few  years  are  not  encouraging  with 
regard  to  liberalization  of  Federal  spending.  There  will  be 
tight  budget  constraints*  and  it's  important  that  we  show 
the  people  that  we  are  getting  a  dollar's  worth  of  value  for 
every  dollar  that  we  have  to  take  away. 

So  let  me  just  close  with  the  idea  that  as  we  see 
the  task  now*  it  is  for  effective  implementation  at  the 
university  level  of  the  principles  in  A-21.  There  will  be 
blunders  in  that.  There  have  been  many  already.  I  have  seen 
some  of  the  forms  that  have  been  proposed  by  individual 
universities  and  distributed  to  their  faculty*  and  I  would 
scream*  just  as  the  faculty  has  screamed.  The  level  of 
detail  that  is  required  is  the  level  that  we  need  or  that 
you  need  to  support  those  charges  when  you're  reviewed.  But 
that  doesn't  suggest  that  everybody  has  to  have  the  exact 
same  documentation*  the  exact  same  forms.  I  think 
administrators  will  have  to  run  some  risks*  as  we  have*  in 
this  project  and  as  researchers  run  some  risks  in  doing 
their  work.  If  you  have  suggestions  for  how  the  Circular  may 
be  revised*  we  would  be  delighted  to  hear  them.  1  would  only 
ask*  though*  that  in  formulating  those  suggestions  you  not 
emulate  some  of  the  associations  that  have  passed  very 
general  sorts  of  resolutions  and  statements  of  position 
without  getting  down  to  specifics. 

There  is  a  line  in  "Ship  of  Fools"  where  the 
protagonist  is  describing  a  wayward  sister*  a  woman  of  easy 
virtue*  and  who  apparently  has  been  away  for  some  time*  and 
he  says*  "My  sister  and  I  communicate  now  exclusively  by 
rumor."  It  may  have  been  adequate  for  his  purposes*  but  it 
is  not  for  the  Government  in  communicating  with  you  or  in 
your  communicating  with  the  Government.  I  think  it  is 
important  to  go  back  to  original  sources — not  to  react  to 
editorials*  not  to  react  to  letters  from  individuals — but  to 
look  at  the  provisions  of  the  Circular  itself  and  its 
application  on  your  individual  campuses*  to  see  what 
implementation  problems  you  may  be  having*  and  if  those 
problems  are  severe*  then  come  to  us  with  suggestions  as  to 
how  the  problems  may  be  corrected. 

1  thank  you  very  much. 

DR.  FREDRICKSON:  Thank  you*  Mr.  Lordan.  I  hope 
that  you  will  be  able  to  stay  until  after  coffee  just  for 
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some  discussion. 


MR.  LORDAN:  I  will  he  here  the  rest  of  the 

afternoon. 

DR.  FREDRICKSON:  Great.  That  being  the  case*  let's 
take  a  break  and  come  back  at  five  minutes  to  4:00,  ^ 

(Brief  recess.) 

DR.  FREDRICKSON:  Let's  reconvene*  if  you  please. 

We  now  have  some  time  for  discussion*  questions*  comments 
directed  toward  or  at  or  around  Mr.  Lordan.  Estelle  Ramey? 

DR.  RAMEY:  Well*  I  have  a  couple  of  comments  about 
Mr.  Lordan's  remarks.  First*  I  would  like  to  say  that  I  was 
rather  impressed  with  his  generosity  towards  the  university* 
which  is  rather  unique  for  0MB  in  my  experience*  in  that  he 
says  he  was  not  going  to  apply  the  stringent  rules  that 
applied  to  purchasing  for  the  Defense  Department.  Well*  I 
wish  they  would  apply  such  rules  to  it*  and  then  provide  us 
with  the  cost  overruns  that  are  available  to  the  Defense 
Department.  I  think  in  that  case  we  wouldn't  have  had  to 
have  this  meeting*  because  all  universities  would  be 
grateful  to  be  subsidized  for  cost  overrun. 

The  second  thing  I  would  like  to  say  is  on  a 
personal  matter.  I  was  rather  interested  that  Mr.  Lordan 
felt  that  it  was  terribly  amusing  that  in  the  situation 
which  he  is  in*  he  might*  with  all  these  people  who  are  at 
his  door*  have  to  speak  to  the  wives  of  the  presidents  of 
various  organizations.  I  would  like  to  suggest  to  the 
representative  from  0MB*  considering  the  negative  impact 
that  0MB  has  had  on  research  in  this  country*  we  might  be 
better  off  if  he  spoke  to  the  wives. 

MR.  LORDAN:  I  stand  corrected  and  chastised. 

(Laughter.  ) 

DR.  FREDRICKSON:  Leon?  Lee  Eisenberg? 

DR.  EISENBERG:  One  of  the  major  sort  of 
philosophic  issues  that  seems  to  divide  us  is  the  notion 
that  somehow  the  university's  effort  in  research  in 
particular  ought  to  be  judged  by  criteria  somewhat  similar 
to*  whether  looser  or  tighter*  than  those  that  would  apply 
to  other  businesses  with  which  the  Government  deals.  This 
sort  of  got  started*  it  seems  to  me*  in  the  '50s*  when  Mr. 
Fountain  chaired  the  House  committee  that  identified 
somebody  who  was  going  to  Naples  and  having  a  good  time*  and 
someone  else*  I  think*  who  had  used  some  NIH  money  to  buy 
liquor*  et  cetera*  et  cetera. 

Nhat  that  discussion*  I  think*  completely 
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overlooked  was  that  the  number  of  outright  frauds — I  agree 
strongly  with  Mr.  Kelly —  is  rather  small/  to  the  best  of  my 
knowledge.  At  least  it's  terribly  clever  fraud/  because  not 
very  much  has  been  identified  up  to  now. 

Mhat  I  would  like  to  suggest  is  that  perhaps  a 
single  university  might  be  supported  by  the  Association  of 
American  Universities  or  other  sources  to  look  at  its 
overall  enterprise  and  to  consider  both  the  cost  of 
government  auditing  that  goes  into  monitoring  the  research 
activities  of  that  institution  plus  its  own  internal 
auditing  mechanisms — to  respond  to  that/  and  consider  it  in 
relationship  to  unjustified  costs  that  are  periodically 
identified/ to  see  whether  or  not  it  might  not  be  much  more 
efficient/  given  a  general  history  of  work/  and  given  the 
fact  that  the  research  enterprises  are  in  fact  reviewed  one 
by  one/  even  if  the  accounting/  in  my  view/  need  not  be/ 
because  then  one  either  delivers  reasonable  research  or 
doesn't/  and  if  one  does  not/  one  is  not  likely  to  be 
refunded. 


We  are  justifiably  criticized  as  arguing  in  our 
own  self-interest/  at  least  those  around  this  table  who 
manage  large  research  funds/  but  I  think  it  also  has  to  be 
understood  that  every  other  sector  of  the  society  has 
similar  self-interests.  Lawyers  generate  lawsuits/ 
accountants  generate  accounting  principles — and  the  more 
this  multiplies — I  am  not  suggesting  that  this  is  a 
deliberate  intent/  any  more  than  the  underemployed 
neurosurgeon  who  does  more  diagnostic  procedures  because  he 
has  time  to  fill/  is  necessarily  aware  of  what  he  does/  that 
the  accountant  who  generates  more  accounting  requirements  in 
order  to  make  jobs  for  his  brethren  is  sort  of  only  using 
that  as  a  motivation  but  it  is  a  kind  of  mentality  that  from 
various  points  of  view  each  of  us  has;  and  I  would  really 
think  it  might  be  worth  the  experiment  to  look  at  the 
overall  consequences  in  the  operation  at  one  reasonable 
institution. — it  ought  to  be  a  Midwestern  or  representative 
or  average  or  whatever  institution/  not  the  richest/  not  the 
poorest/  et  cetera — to  see  whether/  in  fact/  one  could  make 
a  reasonable  case  that  would  be  ahead  of  the  game. 

I  am  really  distressed  by  the  extent  to  which 
litigiousness  in  this  society  has  generated  the  notion  that 
in  order  to  catch  the  occasional  miscreant/  it  is  worth 
tying  up  everybody  else  so  much  of  the  time. 

In  our  own  State  we  have  seen/  in  a  much  different 
matter/  the  extent  to  which  individuals  suffer  now  because 
you  cannot  turn  off  a  tube  or  a  pump  or  a  machine  with 
someone  who  is  comatose  without  going  to  court  because 
somebody  might  do  it  to  realize  money  from  the  will;  and  for 
that  rare  event — so  far  as  I  know/  it  is  a  rare  event — where 
that  kind  of  fraud  would  be  involved/  lots  of  perfectly 
ordinary  people  are  made  to  suffer  for  months  at  a  time  and 
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large  costs  are  generated  for  society. 

So  I  ujould  think  it  mould  be  morth  a  look  as  to 
whether  me  can't  get  a  better  result  at  a  hell  of  a  lot  less 
money  mith  a  lot  less  tying  up  of  everybody!  the  G^overnment 
and  private  sectors/  by  seeing  whether  there  isn't  a  better 
may  to  proceed  than  looking  at  every  damn  number. 

DR.  FREDRICKSON;  Mr.  Lordan? 

MR.  LORDAN:  If  I  may/  I  think  Jim  Kelly  put  his 
finger  on  it  right  at  the  beginning  of  his  remarks — that 
sometime  ago#  me  as  a  government  and  you  as  universities 
started  down  a  direction  which  leads  us  to  where  we  are 
today.  That  is  that  the  amount  of  the  support  will  be  tied 
to  the  cost  incurred.  That  was  a  carryover  from  procurement. 
The  connection  to  assistance  probably  didn't  make  very  much 
sense  then/  but  not  much  thought  went  into  it.  Now  we  find 
ourselves  supporting  a  mul tib i 1 1 ion-dol lar  enterprise  on 
that  same  concept  without  having  established  that  that  is 
the  best  way  to  do  it.  If  we  could  return  to  the  idea  of  a 
fixed  amount  to  produce  a  certain  research  project — a 
fixed-price  grant/  if  you  will/  something  of  that  type — we 
would  do  away  with  the  need  for  accounting  and  the 
litigiousness  that  you  refer  to. 

Let  me  just  say  this/  though/  with  regard  to 
accountants  producing  more  accounting  principles  to  employ 
more  accountants.  I  don't  take  this  as  a  very  good  defense/ 
but  I  point  out  that  my  background — and  I  don't  advertise  it 
very  much  these  days — but  my  training  is  as  an  economist.  So 
although  we  have  made  some  mistakes — 

DR.  FREDRICKSON;  That  is  a  dismal  thing  these 

days. 

DR.  EISENBERG:  I  admire  your  honesty. 

(Laughter. ) 

DR.  EISENBERG:  We  make  that  an  arts  degree  now 
instead  of  a  science  degree. 

(Laughter. ) 

DR.  FREDRICKSON:  Further  comments?  Dr.  Kipnis? 

DR.  KIPNIS:  Several  of  my  colleagues  said  it  is 
not  worth  making  them/  but  it  makes  me  feel  better/  I  guess/ 
and  one  has  to  feel  better  about  certain  things.  In  response 
to  some  of  your  comments/  I  must  admit  I  don't  follow  them. 
The  issue  of  credibility  came  up/  and  as  far  as  I  am  aware/ 
credibility  has  never  been  between  the  public  and 
inst i tut i ons — 


DR.  FREDRICKSON;  David/  could  you  just  speak 

louder? 

DR.  KIPNIS:  Yes.  The  issue  of  credibility  came  up/ 
which  was  the  basis  for  many  of  the  kinds  of  techniques  for 
auditing  that  were  about/  but  the  credibility/  it  seems  to 
me/  between  the  public  is  between  the  public  and  you  and  not 
between  the  public  and  us.  So  that  is  a  question  I  don't 
understand/  and  what  I  also  don't  understand  is  how  one  goes 
through  such  extensive  deliberative  policies  and  yet  the 
things  the  faculties  are  c one erned  about  are  not  addressed 
in  A-21a 


For  example/  the  issue  of  workload:  By  not  having 
the  faculty  necessarily  report  more  than  once  a  semester  is/ 
in  essence/  a  negligible  item/  frankly/  because  in  all  of 
those  grants/  the  faculty  constitutes  only  a  very  small 
portion  of  the  personnel.  So  it  hasn't  really  changed.  One 
is  still  having  to  do  monthly  reports  on  all  nonprofessional 
personnel/  and  it  becomes  extremely  difficult  to  allocate  on 
3  monthly  basis  if  there  is  more  than  one  research  grant  in 
3  given  laboratory.  And  the  amount  of  manipulation  required 
is  excessive/  and  I  don't  think  that  what  is  done  here  helps 
the  issue  of  credibility  or  helps  identify  fraud.  I  think 
it's  an  extraordinary  workload  that  was  not  addressed/  and  I 
uill  be  quite  frank  with  you/  I  have  to  be  convinced  that 
it's  there  for  a  fundamental  reason  of  accounting  rather 
than  a  policy. 

The  next  one  is  that/  as  far  as  I  can  see,  these 
guidelines  penalize  institutions  devoted  to  delivering  what 
the  public  has  requested — research.  Any  institution  that 
aggressively  goes  out  to  expand  resources  to  accommodate 
what  the  public  wants  is  being  penalized  in  terms  of  how  it 
can  collect  those  costs;  and  I  think  the  NIH  has  identified 
at  least  those  two/  among  others/  and  I  don't  understand  how 
a  Federal  agency/  in  response  to  repeated  letters  by  all  the 
groups  that  I  know  of/  including  deans  and  chancellors  and 
professors  and  whatever  other  groups  you  want  to  call/  can 
justify  what  they  did/  unless  it  is  a  means  of 
administratively  imposing  a  policy  that  had  already  been 
predetermined/  and  that  is  the  credibility  that  you  lack 
with  us.  Now/  I'd  like  to  have  some  explanation  for  that. 

MR.  LORDAN:  Well/  let  me  address  that  credibility 
issue  by  quoting  Chairman  Fountain  who  has  been  mentioned 
here  earlier;  He  said/  in  introducing  hearings  last  summer/ 
"Institutional  accountability  as  measured  by  Federal  audit 
findings  appears  to  be  a  serious  and  growing  problem. 

Federal  agency  audits  of  universities  and  other  educational 
institutions  in  recent  years  have  identified  very  large 
amounts  of  Federal  funds  which  the  auditors  believe  were 
improperly  expended/  and  even  larger  expenditures  which  the 
auditors  could  not  verify  because  of  the  inadequacy  of 
accounting  systems  and  records  of  the  schools  involved." 
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That's  the  kind  of  credibility  issue  we're  addressing, 

DR.  KIPNIS:  Yes*  but —  In  the  classic  course  of 
philosophy*  that  would  be  said  to  be  predetermined  because 
you  set  up  the  audit  criteria  for  which  Mr.  Fountain  is 
going  to  have  to  pass  a  judgment.  It  is  absolutely  absurd* 
for  example*  for  auditors  to  go  into  an  institution  and  say 
that  they  can't  verify  95  percent  of  the  salaries  that  were 
expended  on  research*  and  that's  a  comment  that  one  sees 
published  in  "Business  News"  and  other  areas*  and  I  would 
suggest*  therefore*  that  maybe  Mr.  Fountain  hasn't  looked 
very  carefully  at  the  details  of  the  auditing  procedure.  But 
of  course*  if  you  set  up  an  auditing  procedure  which  is  very 
rigid  and  therefore  doesn't  come  out  the  way  you  want  it* 
it's  obvious  that  one  is  going  to  have  doubts.  I  just  think 
that  is  circular  reasoning*  and  the  credibility  is  one 
created  by  the  technique. 

MR.  LORDAN:  Well*  it's  neither  you  nor  I  nor  Mr. 
Fountain  that  has  set  up  the  standard.  The  standard  is  set 
up  in  the  grant  agreement*  and  that  is  mutually  negotiated 
between  a  Federal  agency  and  a  university*  and  to  come  back 
then  and  say — 

DR.  KIPNIS;  I  wonder  how  many  people  around  here 
would  say  that  those  standards  have  really  been  set  up  in 
the  grant  agreement.  Most  of  the  institutions  are  arguing 
all  the  time  that  they're  doing  what  they  said  they  were 
supposed  to  do*  and  the  auditors  are  saying  they're  not 
doing  what  they  are  supposed  to  do.  I  don't  know*  maybe 
people  with  more  senior — 

MR,  LORDAN;  But  the  idea  of  demonstrating  what  was 
done  is  the  thing  that  is  agreed  to  in  the  grant — that  is* 
that  50  percent  of  the  effort  (an  illustration  that  we  heard 
earlier) — 50  percent  of  the  activity  of  an  individual  would 
be  devoted  to  the  research.  Somebody  comes  along  later  on 
and  says*  "Was  50  percent  devoted?"  And  the  university  says 
"Yes*  because  we  have  this  record  to  demonstrate  it."  That's 
really  the  standard  that's  being  applied.  If  it  is  an  unfair 
one*  then  you  and  we  are  entering  into  lots  of  transactions 
which  we  consider  at  the  outset  to  be  unfair.  That  may  be 
the  case*  and  maybe  that's  the  dilemma  that  comes  from  Mr. 
Kelly's  point  about  the — 

DR.  KIPNIS:  I  can  tell  you  of  one  instance  that  I 
was  told  of*  that  when  an  investigator  justifies  it*  then 
the  investigator  is  asked*  "Did  you  watch  this  individual  at 
all  times?"  I  mean*  it  is  unending.  All  I  am  getting  at  is 
that  there  are  games  we  play.  That  doesn't  pick  up  the 
fraud*  by  the  way.  That  just*  in  essence*  creates  the  doubt 
which  sets  the  inevitable  mass  of  machinery  into  activity 
which  ends  up  exactly  creating  more  doubt  that  creates  this. 
I  mean*  as  far  as  I  can  see*  that's  why  I've  always  been 
unimpressed  by  the  tools-of-the-trade.  Not  just  the 
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accounting.  I  mean*  medicine  has  got  a  lot  of 
tools-of-the-trade  that  most  of  us  have  serious  questions 
about/  too/  unfortunately. 

But  ujhat  about  the  other  one/  about  organized 
research — that  is/  institutions  that  vigorously  seek 
alternative  sources  from  State/  from  private — and 
foundations  now  have  that  put  into  the  base  upon  which 
reimbursement  is  scaled — and  yet  that  means  that  the 
institutions  that  vigorously  pursue  efforts  to  create  the 
environment  to  carry  out  public  policy  get  punished. 

MR.  LORDAN:  I'm  not  sure  I  understand  that/  but  if 
it  is  that  nonFederally  funded  projects  should  bear  their 
fair  share  of  overhead  too/  I  think  it  is  your 
administrators  that  have  made  the  case  to  us/  most 
successfully/  that  the  Federal  Government  should  pay  its 
full  cost.  Are  you  saying  that  we  are  the  only  ones  that 
should  and  that  foundations  and  others  should  not? 


DR,  KIPNIS: 
philosophical  debate. 


Frankly/  yes;  but  that's  another 
But  absolutely/  absolutely. 


that  — 


MR.  LORDAN;  But  if  it's  a  philosophical  debate 


DR.  KIPNIS;  Because  after  all/  a  charitable  money 
is  only  after  the  tax  cut/  so  that — I  mean/  that  is  other 
philosophy.  But  I  would  like  to  hear  other  people/  because 
that  is  my  understanding  of  the  A-21  rules/  which  have 
imposed  a  unique  load/  and  therefore  let  me  point  out  to 
you;  Nhat/  in  essence/  you  are  saying  is  that  it  has  nothing 
to  do  with  accounting;  you  are  making  policy  decisions. 


MR.  LORDAN;  Well/  I  don't  know.  The  accounting 
rule  would  follow  that  if  we  have  two  projects  of  equal  size 
and  one  overhead  base  supporting  them  both/  that  they  should 
each  bear  an  equal  share/  regardless  of  who  may  be  financing 
one  or  the  other.  Now/  that  is  the  most  neutral  accounting 
principle  one  could  apply.  So  I  am  not  sure  what  ominous 
policy  initiative  would  drive  the  accounting  in  this  case. 

DR.  KIPNIS;  The  cost  of  research  is  the  cost  of 
research.  For  some  people  you  just  don't  recover  your  costs. 
We  run  our  homes  that  way  all  the  time.  Some  children  need 
more  love  than  others. 


DR.  BONDURANT;  Can  I  just  pursue/  Dave/  your 
example  to  be  sure  I  understand  your  point  and  the  question. 
Let's  say  there  are  two  ^100/ 000  grants  or  contracts  in  two 
different  institutions/  one  of  which  has  twice  the  amount  of 
non-Federal  Support  in  the  base — in  the  denominator  of  the 
fraction  that  is  used  to  calculate  the  rate.  Will  they  be 
treated  alike  in  terms  of  indirect  cost? 
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MR.  LORDAN:  Does  your  example  assume  that  they  can 
both  operate  with  the  exact  same  level  of  overhead? 

DR.  BONDURANT:  Yes. 

MR.  LORDAN:  Well*  then  the  answer  is  yes.  But  the 
argument  that  you  have  made  successfully  to  us  is  that 
overhead  varies  with  the  volume  of  work/  and  therefore*  as 
we  give  more  grants*  we  should  pay  more  overhead.  Now*  if 
that  doesn't  hold  up*  then  your  illustration  is  a  valid  one. 
But  I  think  it  does  hold  up.  I  think  over  a  period  of  time* 
overhead  does  increase  as  you  take  on  more  work. 

DR.  BONDURANT;  Well*  I  think  the  point  is  that 
there  may  be  factors  other  than  either  of  these  that  you  are 
now  mentioning  which  determine  institutional  behavior*  and 
so  from  the  perspective  that  Dr.  Kipnis  is  advancing*  there 
is  a  powerful  lever  buried  away  in  here  which  is  a 
disincentive  to  institutions  to  act  in  the  national  interest 
by  sustaining  research  at  a  time  when  this  nation  has  got 
problems  more  generally  in  terms  of  retaining  its  research 
base. 


DR.  FREDRICKSON:  Linda  Wilson? 

DR.  WILSON:  Let  me  say  to  my  colleagues  that  I  am 
pretty  sure  I  am  correct  in  this*  that  what  John  is  saying* 
in  terms  of  the  accounting*  that  it  is  absolutely  correct  in 
the  accounting  principle  that  if  you  are  trying  to  share 
indirect  costs  as  an  averaging  cost*  that  you  would  treat 
non-Federal  funds  and  Federal  funds  alike  and  you  would  try 
to  attribute  indirect  costs  associated  with  the  non-Federal 
funds  and  indirect  costs  with  the  Federal  funds*  and  that  is 
perfectly  good  accounting. 

I  think  what  you  are  saying  is  that  in  terms  of 
overall  national  policy  to  get  the  world's  work  done*  that 
that  is  a  major  disincentive  and  it  is  dysfunctional.  The 
major  problem  that  I  have  seen  with  our  A— 21  is  that  we 
haven't  set  down  and  sorted  out  the  policy  and  the  general 
accepted  purpose  or  even  the  objectives*  and  yet  we  do  have 
a  set  of  accounting  principles  which  are  now  driving  the 
policy  rather  than  following  from  the  policy.  But  it  is 
absolutely  correct  in  terms  of  accounting  principles. 

There  are  a  number  of  other  facets  of  the  new  A-21 
which  are  also  absolutely  true  blue  in  terms  of  logic*  but 
their  net  result  will  be  a  traumatic  adjustment*  disruption 
of  equilibrium*  and  diminution  of  the  research  capacity  of 
this  country*  and  that's  why  we've  got  to  get  the  cart 
before  the  horse  instead  of  vice  versa. 

MR.  LORDAN;  But*  Linda*  the  reason  that's  the  case 
is  the  original  premise — that  the  amount  of  the  grant  equals 
the  cost.  Congress  appropriates  funds  on  that  basis. 
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Universities  justify  their  grants  on  that  basis.  Having  done 
SO/  then  it  falls  to  people  to  define  conventionally  what 
costs  mean.  We  could  make  up  all  kinds  of  bizarre  rules  as 
to  what  costs  should  be  if  we  were  pursuing  only  public 
policy  objectives  and  could  ignore  the  fact  that  Congress 
said  to  pay  them  their  cost,  but  having  said  that,  we  are 
constrained  by  the  principles  of  the  profession. 

DR.  WILSON:  That's  the  second  piece  of  the 
problem — that  we  are  treating  this  as  a  procurement 
situation,  and  we  really  need  to  address  that. 


MR.  LORDAN:  Sure. 


DR.  FREDRICKSON:  Estelle? 

DR.  RAMEY:  The  Government  consistently  makes 
philosophical  distinctions  between  monies  and  other  aspects. 
It  does  it  in  the  way  in  which  it  taxes  income.  It  does  it 
in  the  way  in  which  it  sets  out  its  Social  Security  plus 
earned  income  or  dividend  income,  and  regards  income  in  many 
different  ways.  That's  the  Government  making  these  decisions 
on  a  philosophical  basis,  and  I  think  what  Dave  Kipnis  is 
saying  is  very  important,  because  when  private  monies  are 
gotten  by  an  institution,  very  often  those  private 
foundations,  or  in  some  instances  individual  donors  for 
research,  are  very  reluctant  to  give  money  that's  going  to 
be  used  in  large  amounts  for  overhead. 


And  so  if,  indeed,  you  can  engender  more  funds 
from  people  of  that  sort  without  this  particular  kind  of 
constraint,  it  eases  the  burden  ultimately,  it  seems  to  me, 
not  only  on  the  university  but  on  the  Government  itself.  So 
if  you  look  at  it  in  the  long  haul,  aside  from  being  a 
disincentive  for  the  university  to  go  out  and — or 
individuals — to  go  out  and  get  the  money,  in  the  long  haul, 
it  is  actually  making  it  more  expensive  for  the  Government 
in  terms  of  having  to  support  more  of  a  percentage  of  the 
funding  than  it  would  have  if  it  made  these  adjustments.  I 
just  don't  buy  the  business  that  on  the  basis  of  accounting, 
a  dollar  is  a  dollar.  It  is  never  "a  dollar  is  a  dollar"  in 
accounting,  in  my  experience.  It  just  depends —  It's  like 
beauty:  It  is  in  the  eye  of  the  beholder.  It  just  depends  on 
where  the  dollar  is  coming  from  and  what  you  want  that 
dollar  to  mean. 


MR.  LORDAN:  I  didn't  mean  to  suggest  that  the 
Government  couldn't  make  those  kinds  of  public  policy 
determinations.  The  two  examples  you  used  are  matters  of  tax 
law  which  the  Congress  explicitly  considers  and  passes.  If 
the  Congress  wanted  to  explicitly  consider  and  pass  a  set  of 
cost  accounting  principles  more  to  your  liking,  we  would  be 
delighted  to  implement  those.  All  I  am  saying  is  that  there 
are  restrictions  imposed  on  the  Executive  Branch  by  the  way 
in  which  the  Congress  provides  these  funds;  and  having 
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provided  them  in  such  a  way  as  to  instruct  us  to  develop 
cost  accounting  principles  to  determine  what  these  things 
cost  we  are  constrained  by  rules  of  the  profession — which 
you  may  not  be  persuaded  is  very  scientific  and  which  of 
course  has  some  elements  of  judgment  in  it/  but  which  does 
follow  some  kind  of  rules  that  are  intelligible  to  those  who 
are  trained  in  them. 

DR.  FREDRICKSON:  Dr.  Krevans? 

DR.  KREVANS:  I  would  love  to  hear  and  learn  more 
about  this.  Is  there  something  in  the  cost  accounting 
principles  that  forces  you  to  say  that  a  Government  grant  to 
a  university  has  to  be  thought  about  as  the  same  as  a  gift 
to  a  university? 

MR.  LORDAN:  No. 

DR.  KREVANS:  Well/  if  Mr.  Zilch  gives  Dave  Kipnis 
a  million  dollars  to  do  research/  why  do  you  have  to  account 
for  it  at  all? 


MR.  LORDAN:  Well/  there  is  something  in  accounting 
principles  which  says  that  if  an  overhead  activity  is 
supporting  two  projects  and  supporting  them  in  an  equal  way# 
that  the  cost  should  be  distributed  between  the  two.  You  are 
talking  about  the  income  side/  and  I  am  talking  now  about 
the  expenditure  side.  We  don'^t  account  for  the  income  from 
Mr.  Zilch/  but  we  do  account  for  the  cost  of  carrying  out 
the  project  that  Mr.  Zilch  wanted  carried  out  and  the  cost 
of  carrying  out  the  Government-  sponsored  project/  and  then 
we  distribute — again  at  your  urging/  having  made  the  case 
that  the  Government  should  bear  its  fair  share  of 
overhead — we  accept  a  share  of  the  overhead  on  the 
Government-sponsored  project. 

DR.  KREVANS:  But  if  we  don't  ask  the  Government  to 
pick  up  the  overhead  for  Mr.  Zilch's  gift/  why  should  you 
care? 


MR.  LORDAN:  Because  the  implication  is — 

DR.  KREVANS;  I  want  to  see  where  we  do- — 

MR.  LORDAN;  — in  carrying  out  those  two  projects/ 
you  needed  a  larger  overhead  enterprise  than  you  otherwise 
would.  Now/  if  that  is  a  fallacy/  then  the  whole  concept  of 
the  Federal  Government  paying  a  proportionate  share  of  the 
overhead  is  a  fallacy.  We  have  accepted  that  premise/  and  we 
expect  the  university  to  accept  it  as  well. 

DR.  KREVANS;  So  in  order  for  you  to/  in  a  sense/ 
treat  the  gift  monies  separately/  you  would  have  to  have  a 
legislative  instruction  from  the  Congress  to  order  you  to 
treat  it  separately?  There  is  no  way  within  the  general 
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framework  of  the  instructions  to  the  Executive  Branch  that 
they  could  make  a  policy  decision  that  it  was  good  for  the 
nation  to  encourage  Zilch  to  give  this  doughi  and  that 
therefore  it  was  going  to  be  given  as  an  advantage  to  the 
university  and  they  would  account  for  it  differently?  I  am 
asking. 


MR.  LORDAN:  The  answer  is  no.  We  have  no  interest 
whatsoever  in  the  gifts  that  Mr.  Zilch  or  anyone  else  may 
give  to  the  university.  If  they  can  generate  those  sources 
of  income/  then  that's  fine.  It  is  when  the  university 
chooses/  then/  on  the  basis  of  that  source  of  income/  to 
carry  out  a  project  much  like  the  one  we  are  paying  for/ 
that  we  say/  if  you  have  to  increase  your  overhead  to  do  Mr. 
Zilch's  project/  as  you  told  us  you  had  to  increase  your 
overhead  to  do  our  project/  then  we  expect  both  of  the 
projects  to  bear  a  portion  of  the  overhead. 

DR.  FREDRICKSON:  Warren  Bennis? 

DR.  BENNETT:  Yes.  Let  me  start  with  a  general  and 
very  quick  statement  or  an  assertion  and  then  raise  some 
questions  with  you/  and  really  I  am  partly  recasting  these 
questions/  all  of  which  I  think  actually  betray  or  reflect 
an  assertion  of  many  of  the  remarks  made  by  my  colleagues 
here/  especially  Dr.  Eisenberg. 

I  think  one  of  the  reasons  for  this  sort  of  a 
question  and  response  and  some  of  the  defensiveness  in  the 
air  is  just  the  fact  that  at  the  time  when  there  seems  to  be 
a  decline  in  research  funds  available/  at  the  same  time 
there  is  also  a  great  deal  of  what  you  might  call  obligatory 
and  even/  in  somes  cases/  suppressive  and  expensive  paper 
work  along  with — that  is  a  terrible  combination — both  a 
decline  of  funds  and  a  decline  of  autonomy. 

One  thing  I  think  I  could  say  by  way  of  some  of  my 
own  research/  is  that  where  the  market  forces  play  too 
active  a  role  within  the  research  enterprise/  the  research 
usually  suffers;  and  another  is  that  poverty/  in  general/ 
isn't  very  good  for  the  character/  which  accounts  for  the 
general  mood  that  we  experience. 

Starting  off  with  something  Dr.  Eisenberg  said/ 
the  question  is,  Do  you  really  think  that  you  can  apply/ 
quote/  "cost  accounting  methods"  to  institutions  of  the 
research  enterprise  without  trying  to  say  that  we  are  so 
precious  that  we  have  no  surveillance  or  no  anything?  But 
that's  question  one.  Do  you  think  you  can  use  the  same  kinds 
of  measurements? 

The  second  question  is,  the  difference  between  a 
system  of  accounting  and  a  system  of  auditing.  It  strikes  me 
that  what  we  are  talking  about  primarily  now  is  not  so  much 
an  accounting  system  but  an  auditing  system.  It's  really 
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checking  up.  And  within  that  system/  is  there  a  way  of 
creating  more  incentives  rather  than  disincentives?  Because 
what  I  fear  will  happen  is  that  it  will"and  this  is  the 
assertion  part  of  it:  It  really  goes  against  the  grain  of  a 
research  atmosphere  and  a  research  environment/  you  know/  in 
some  very  basic  ways.-  to  the  point  that  many  key 
investigators  are  just  saying  "To  hell  with  it.  I  am  not 
going  to  go  through  this/"  causing  a  lot  of  dispair. 

I  guess  another  one  is  that  the  problem  I  find 
with  some  of  the  systems  created — and  the  one  we're  talking 
about  is  no  exception — is  that —  There's  a  line  out  of  an 
old  poem/  I  think  written  in  the  '20s/  by  T. S.  Eliot/  where 
he  was  really  taking  off  on  technocrats  and  industrial 
engineers  who  were  just  then  emerging  as  the  new  leaders/ 
saying#  "Those  people  who  try  to  design  systems  so  perfect 
that  no  man  need  be  good."  And  it's  sort  of  a  footnote  to 
what  we're  doing.  And  I'm  of  course  agreeing  with  Mr,  Kelly 
about  there  having  to  be  some  system  for  detecting  fraud  and 
so  on#  criminal  behavior#  obviously;  and  perhaps  we 
ourselves  should  take  some  blame — that  is  university 
administrators- — for  not  having#  in  a  way#  policed  things 
internally  well  enough#  which  always  invites  the  external# 
right? 


But  I  have  a  sense  that  the  systems  are  going  to 
have  some  important#  hard— to— measure  effects  on  the  whole 
research  enterprise,  I  think  this  is  really  the  mood#  and 
this  has  really  got  to  be  answered  and  somehow  or  another 
dealt  with. 


MR.  LORDAN:  To  quote  from  another  writer  of  that 
same  era#  "It  is  a  world  we  never  made."  To  discuss  these 
things  in  isolation  from  what  is  happening  elsewhere  in  the 
Government  and  elsewhere  in  the  country#  I  think  is  a 
mistake.  There  is  a  mood  of  accountab i 1 i ty #  there  is  a  great 
suspicion  among  us#  and  regardless  of  my  feelings  toward 
universities  or  your  feelings  toward  bureaucrats#  that's  not 
going  to  change  very  much.  There  are  a  lot  of  people  out 
there  who  are  very  suspicious  of  what  you  do  and  very 
suspicious  of  what  I  do  and  who  don't  think  we  are  worth  it 
at  all#  and  somehow  we've  got  to  operate  between  us  in  a  way 
that  reflects  this  Administration's  strong  commitment  to 
research#  and  I  think  if  you  look  at  the  budget  figures#  it 
is  pretty  obvious  that  that  commitment  is  there.  If  you  look 
at  the  extraordinary  lengths  that  we  went  to  to  try  to  get 
your  views  on  this  revision  which  was  being  urged  on  us  by 
the  Congress#  then  I  think  you'll  see  that  the  commitment  is 
there.  The  trick  is#  it  seems  to  me#  for  us  together  to  be 
able  to  give  assurances  that  there  is  accountability  without 
overburdening  the  kind  of  people  you  are  talking  about#  in 
an  atmosphere  where  the  country  and  each  of  the  groups  in 
the  country  is  very  suspicious  of  one  another. 

DR.  FREDRICKSON:  Linda  Wilson? 
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DR.  WILSON:  Let  me  describe  for  you  a  little  bit 
of  the  history  on  this  cost-sharing.  What  is  disturbing  so 
many  of  my  colleagues  now  is  a  change.  Now.  it's  not  a 
change  in  rules  imposed  on  you;  it's  a  change  in 
interpretation  of  what  is  required/  because  for  many  yearsi 
places  like  Washington  University  managed  their  money  and 
did  their  accounting  with  the  Government  and  were  given  a 
seal  of  approval  by  their  cognizant  audit  agency  that  the 
way  they  were  handling  their  funds*  private  and  public*  was 
okay. 


Suddenly  there  is  a  new  A-21*  and  it  says*  "New 
Rules."  Now*  the  new  rules*  in  your  mind*  are  still 
consistent  with  the  way  the  whole  system  was  organized*  but 
there  is  a  tremendous  disruption  that  is  going  to  take  place 
in  that  institution  because  of  this  change*  and  it's  a 
disruption  which  will  not  be  valuable  for  research.  So 
that's  one  major  problem. 

The  next  thing  to  look  at  is  to  what  extent  do  we 
really  have  a  large  disallowance  problem?  The  Inspector 
General's  report  from  1978*  which  came  out  in  March  of  '79 
pointed  out  something  like  $86  million  set  aside  for  which 
the  accountants*  auditors  were  not  satisfied  that  there  was 
adequate  documentation  even  for  them  to  decide  whether  they 
were  good  or  bad  costs.  It  turns  out  that  of  the  total 
amount  of  dollars  they  audited  in  that  period*  that  was 
about  5.7  percent.  The  report  was  on  audit  findings*  audit 
reports*  not  audit  resolutions*  so  one  can  assume  that  some 
of  that  would  be  rebutted  successfully  by  the  institutions. 

If  you  look  at  what  they  pointed  out  as  improper 
charges — that  for  which  they  found  documentation  sufficient 
to  be  sure  that  it  was  improper — it  was  less  than  one 
percent —  I  think  about  0.23  perc'^nt  of  all  the  charges  they 
reviewed*  and  most  of  those  had  to  ao  with  difficulties  over 
t ime-and-ef f or t  reporting.  So  if  we  could  get  ourselves 
agreed  on  t ime-and-ef fort  reporting*  all  of  that  would  go 
away*  and  what  is  already  a  rather  small  problem*  in  terms 
of  percentages*  would  go  down  io  zero.  So  it  seems  to  me* 
that  should  give  us  heart*  if  we  could  somehow  get  a  better 
agreement  on  t ime-and-ef for t  reporting.  Universities  would 
be  extremely  credible.  I  think  five  percent*  while  it  sounds 
large  if  you  are  talking  about  $86  million*  is  not  very 
material  in  terms  of  the  total  scheme  of  things.  In  fact* 
DHEU's  imposition  on  many  institutions  now*  they  want  to 
define  the  word  "significant"  to  mean  five  percent.  So  one 
should  put  that  in  perspective. 

I  think  what  we  really  have  is  a  problem  in 
management  technology.  We  have  a  very  complicated  system  in 
universities.  That's  not  to  say  there  aren't  complicated 
systems  somewhere  else*  but  we  don't  have  a  good  technology 
for  deriving  the  costs  and  dealing  with  them.  We  should 
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either  find  a  better  technology  or  back  off  from  the  demand 
that  it  be  on  a  cost  basis.  It  seems  to  me  it  is  probably 
simpler  to  do  the  latter^  because  the  other  one  takes 
somebody  around  somewhere  having  a  major  new  creative  idea# 
and  we  can't  manage  that  into  existence. 

liR.  LORDAN:  I  agree  with  both  those  points 
absolutely/  because  most  costs/  ultimately/  are  personnel 
costs. 


DR.  WILSON:  Right. 

DR.  FREDRICKSON:  Henry  Kir sc h enmann? 

MR.  KIRSCHENMANN:  Yes.  It  seems  to  me  that  we  are 
approaching  this  from  two  completely  different  perspectives. 
It  seems  to  me/  from  what  I  hear  today/  that  the 
universities  are  saying  to  us/  "You  ought  to  be  funding  our 
institutions  as  resource  centers  primarily/  and  the  fact 
that  we  have  project  grants  is  incidental  to  the  idea  of 
funding  the  institution.  The  NIH  grant  system  and  other 
grant  systems  in  the  Federal  Government  are  based  on  the 
premise  that  we  will  fund  individual  research  projects  which 
are  conducted  in  a  research  center. 

Now/  the  cost  principles  associated  with  those  two 
approaches  are  completely  different.  If  we  took  the  approach 
that  Jim  Kelly  has  suggested  and  funded  salaries  and  wages/ 
in  a  broad  context/  a  large  sum/  we  would  have  considerably 
different  cost  principles  than  we  have  now  with  funding 
individual  project  grants.  The  individual-project-grants 
concept  is  something  which  has  been  around  for  as  long  as 
NIH  has  had  research/  as  far  as  I  know/  and  I  think  it  is 
pretty  well  established  in  the  law/  and  it  certainly  is  well 
established  in  the  minds  of  the  peer  review  groups. 

So  there's  no  point  in  arguing/  it  seems  to  me/ 
whether  or  not  the  accounting  concepts  that  we  now  have  are 
appropriate  until  we  establish  that  the  mechanism  that  we 
use  to  fund  is  the  appropriate  mechanism.  Cost  accounting 
principles  under  A-21/  even  though  there  are  many  things  in 
there  that  I  disagree  with/  do  reflect  project  accounting. 

The  other  purpose  of  cost  principles  is  to  provide 
to  management — to  your  management  and  our  management 
here — an  identification  of  what  the  costs  are  that  are 
associated  with  the  conduct  of  any  one  of  these  projects; 
and  there  is  no  question  in  my  mind  that  much  of  these  costs 
in  the  past  have  not  been  known.  I  think  it  is  a  real 
awakening/  for  example/  to  the  National  Institutes  of  Health 
to  find  out  what  it's  really  costing  to  use  students  on 
research  projects/  or  to  use  animals  on  research  projects. 

Now/  given  the  fact  that  it's  costly  doesn't  argue 
either  for  accepting  it  or  not  accepting  it/  but  it  is  a 
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fact  luhichi  it  seems  to  me,  those  individuals  need  to  know 
in  making  judgments  about  whether  or  not  they  are  going  to 
fund  a  project  and  to  what  extent  they  are  going  to  fund  a 
project. 


DR.  FREDRICKSON:  Stuart  Bondurant? 

DR.  BONDURANT;  Mr.  Kir schenmann^  if  I  understood 
you  correctly*  I  would  like  to  take  exception  emphatically 
to  your  interpretation  of  at  least  my  part  of  the  comments 
today*  and  I  think  I  am  speaking  for  several  other  speakers 
in  the  sense  that  I  believe  you  misunderstood  some  of  the 
points  that  we've  attempted  to  make.  I  believe  that  the — 

But  I  think  you've  helped  to  focus  the  issue.  I  don't  think 
that  anyone  of  the  academic  types  around  the  table  today  has 
been  attempting  to  argue  for  institutional  support  through 
the  project  grant  mechanism  in  the  sense  that  you  used  it  in 
your  opening  statement.  I  think  rather*  the  point  is  that* 
in  the  view  that's  being  put  forward*  the  project  grant  has 
a  necessary  component*  a  necessary  and  legitimate  component 
of  institutional  support*  and  that  this  is  a  proper  and 
legitimate  device*  and  that  if  project  grants  are  to  survive 
over  time  in  the  country*  it  is  necessary  to  build  that 
component  in. 

So  I  suppose*  in  a  sense*  we're  coming  back  to  Jim 
Kelly's  earlier  point  on  whether  the  proper  mechanism  was 
used*  or  whether  it  would  have  been  better  in  the  first 
place  to  have  had  a  contract — as  you  pointed  out*  I  think* 
Jim*  in  your  earlier  comments.  But  I  do  think  that  the  sense 
or  the  intent — the  tradition — has  certainly  been*  and  the 
sense  of  many  of  these  comments  has  been*  that  the  work  of 
the  project  grant  itself  requires  the  existence  of  the 
institution  and  the  support  of  the  institution*  and  no  cost 
accounting  can  tease  those  things  apart  in  any  way  that  will 
allow  the  project  grant  to  go  on  in  a  meaningful  way. 

DR.  FREDRICKSON;  Leon  Eisenberg  and  Henry. 

DR.  EISENBERG:  I  would  like  to  ask  Mr.  Lordan 
whether  or  not  the  0MB  has  the  authority  to  do 
experiments — that  is*  accounting  experiments —  and  I  would 
really  like  to  seriously  propose  that  your  office  consider 
changing  the  rules  in  several  different  institutions  by*  you 
know*  negotiation*  in  an  effort  to  see  whether  the  net 
result — in  terms  of  assuring  yourself  of  legitimacy  of 
expenditures*  et  cetera*  et  cetera*  and  the  university  being 
satisfied  that  it  recovered  costs  or  whatever — could  be  more 
effectively  met. 

One  of  the  problems  all  of  us  have — and  it's  a 
serious  problem  with  social  legislation — we  never  try  them 
out*  we  just  do  them*  and  then  well  into  them  we  find  we 
have  all  kinds  of  trouble.  It's  even  difficult  to  get  a 
mock-up.  I  mean*  within  our  own  university  there  was  big 
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discussion  within  the  faculty  recently  about  changing  a 
certain  faculty  rank.  I  must  say,  I  was  rather  perturbed  by 
the  discussion,  and  I  said,  "For  goodness'  sakes,  let's 
pretend  we  have  it,  and  let's  ask  a  number  of  large 
departments  to  see  what  would  happen  to  their  present 
disposition  of  personnel  if  they  really  made  the  change." 

And  when  it  was  tried,  before  it  was  passed,  all  hell  broke 
loose  because  they  found  that  it  didn't  work  the  way  they 
thought  it  was  going  to  work. 

I  would  really  like  to  suggest  that  we  believe  in 
research.  You  say  you  believe  in  research.  I  mean  you 
collectively;  I  don't  mean  you  personally. 

MR.  LORDAN:  And  have  given  evidence  to  that 

effect. 

DR.  EISENBERG:  Okay,  fine.  That's  right.  You  get 
that  money  out  to  us.  For  goodness  sakes,  we  believe  in  it 
so  much,  we  even  believe  in  it  for  you.  We  don't  think  the 
fun  of  doing  the  stuff  ought  to  be  restricted  to  us,  and  so 
we  encourage  you,  now,  to  become  the  principal  investigator. 
I'm  sorry,  I'm  getting  a  bit  carried  away. 

(Laughter ) 

But  you  might  really,  quite  seriously  endeavor  to 
try  out  some  other  way  of  working  it  and  seeing  whether  it 
wouldn't  be  cheaper  and  better  for  all  concerned.  That's 
number  one. 

Now,  number  two;  You  did  understand,  I'm  sure,  the 
point  that  was  made  by  several  people  here  that  was 
exemplified  in  my  own  experience  in  a  small  way.  I  had 
difficulty  getting  the  trustees  of  the  Mass.  General,  when  I 
was  at  that  institution,  to  accept  a  grant  that  we  got  from 
somebody  in  the  private  sector  who  refused  to  give  any 
overhead  costs,  and  I  was  rather  astonished  when  our 
trustees  were  reluctant  to  accept  what  I  thought  was  free 
money  because  in  fact  it  was  going  to  cost  them  something 
for  the  reasons  here.  Clearly,  then,  they  finally  did, 
because  it  was  a  small  amount. 

MR.  LORDAN:  And  that  was  presumably  before  the 
revision  of  A-21. 

DR.  EISENBERG:  Yes.  I'm  sorry.  It  was  before  the 
revision.  Now,  my  question  is,  it  is  clear  then,  from  an 
economist's  point  of  view,  that  this  is  a  disincentive,  that 
the  institution  in  fact  loses  some  of  its  recoverable 
Federal  funds.  I  would  put  to  you  as  a  citizen  at  some 
point,  the  challenge  as  an  economist  to  redesign  the  rules 
to  put  back  the  incentive  for  the  university  to  go  and  get 
outside  money.  In  other  words,  instead  of  your  telling  me  I 
can't  do  it,  I  now  turn  to  you  as  a  man  with  certain 
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technical  skills  and  sayi  "This  is  what  we  would  like  to  do. 
Design  a  system  to  get  it  done."  Don't  be  like  the 
administrator  who  once  told  me  when  I  got  research  money  and 
we  didn't  have  space#  "If  you  had  listened  to  me#  you  never 
would  have  done  it."  Well,  for  goodness'  sake#  the  point  was 
to  do  the  research#  and  we  went  out  and  rented  space. 

MR.  LORDAN:  Your  example#  as  most  of  the  examples 
we  have  heard  here  today#  assumes#  say#  a  one-university 
world#  and  in  fact#  if  Mass.  General  had  rejected  that  gift# 
it  probably  would  have  gone  to  some  other  worthy#  deserving 
university  that  was  willing  to  bear  the  burden  of  the  very 
small  increment  of  overhead  that  they  would  have  had  to 
forego. 


Your  first  point  about  the  experimentation  is 
something  that  I  think  we  ought  to  take  seriously.  Like  most 
things  in  Washington#  an  experiment  of  that  kind  would  take 
money.  OMB  doesn't  have  money  appropriated  for  that  purpose# 
but  certainly  universities  do#  and  I  wouldn't  be  surprised 
if  NIH#  as  one  of  the  funding  agencies  of  the  Government# 
might  want  to  give  that  some  consideration.  I  would  tie  that 
back  to  the  original  point  that  Jim  Kelly  made—to  the 
distinction  that  I  think  he  made  originally  and  that  has 
been  attributed  to  him — that  we  might  have  been  better  off 
if  we  had  chosen  to  go  contract  instead  of  grants.  I  would 
like  to  ask  Jim  if  that  was  really  the  distinction  he 
sought#  or  was  it  the  distinction  between  cost 
reimbursements  and  fixed-price. 

MR,  KELLY:  I  would  like  to  have  gone  to 
fixed-price  grants.  I  really  think  that  what  we  made  was#  we 
did  the  grant  with  the  view  that  we  were  creating  a  more 
attractive  arrangement  in  a  partnership  with  nonprofit 
institutions  than  the  arrangement  we  had  in  procurement  with 
profit-making  institutions#  and  I  think  we  ended  up  making 
it  a  less  attractive  arrangement  than  we  originally  thought 
it  would  be#  and  I  believe  in  many  respects  a  less 
attractive  arrangment  then  the  procurement  arrangement  for 
research  that  we  have  with  profit  making. 

DR.  FREDRICKSON:  With  respect  to  that  research  you 
are  going  to  do#  Mr.  Lordan#  would  you  like  a  price-fixed 
grant  or — 


(Laughter ) 

MR.  LORDAN:  Well#  that  would  certainly  encourage 
me  to  get  it  finished  in  a  hurry. 


DR.  FREDRICKSON:  Linda#  did  you  have  another 

c  ommen t ? 

DR.  WILSON:  I  was  just  going  to  tell  you#  as  a 
preview  of  the  next  Commission's  report#  which  will  be  out 
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early  in  June — is  now  at  the  printer — there  is  a 
recommendation  for  experimentation  with  what  I  think  John 
Lordan  means  by  fixed-price  grant/  but  which  we  don't  call 
that  because  it  has  a  lot  of  knee-jerk  reactions  with  other 
people.  A  grant-in-aid  is  what  we  labled  it.  What  we  have  in 
mind  is  the  same  procedure  that  is  now  followed  with  people 
putting  in  requests  with  a  budget  that  indicates  what  they 
believe  it  would  cost  to  do  the  work*  using  the  word  "cost" 
loosely/  and  then  if  the  award  is  made/  the  only 
responsibility  the  institution  has  is  to  report  technically. 

Now/  it's  important  that  the  institutions  and  the 
investigators  here  recognize  that  that  suddenly  shifts  the 
argument  home  in  your  own  backyard  for  the  university  and 
the  investigators  to  sort  out  all  manner  of  problems  we've 
been  able  to  pin  on  the  feds/  and  it  will  not  be  trivial  to 
work  that  out/  but  the  Commission  believes  that  it  can  be 
hand  led. 

DR.  FREDRICKSON:  Frank? 

DR.  ABBOUD:  Mr.  Lordan/  I  am  very  concerned  about 
the  comments  you  made  that  suggest  that  one  of  your 
motivations  for  the  procedures  is  to  allay  suspicion  that 
you  think  exists  in  the  public/  vis-a-vis  universities.  Your 
motivation  is  based  on  a  lack  of  faith/  on  suspicion.  It  is 
a  negative  attitude  to  take  when  you  are  dealing  with  a 
group  of  people  who  feel  they  are  just  as  much  accountable 
to  the  public  as  you  feel  you  are. 

MR.  LORDAN:  I  have  expressed  myself  badly  if  that 
is  the  way  you  understood  me.  I  meant  to  say  that  we  operate 
in  an  atmosphere  where  the  people  who  drive  my  actions — that 
is/  the  Congress  and  the  public — are  very  suspicious  of  the 
segments  of  society/  of  me  as  well  as  of  you;  and  that  the 
auditing  concern  that  was  raised/  and  people  asking  for  more 
and  more  documentation  have  to  be  viewed  in  the  context  of 
those  forces  working  on  them/  just  as  they  are  working  on 
the  other  segments  of  the  society.  You  can't  look  at  the 
University/Government  relationship  in  isolation  from  other 
relationships  in  the  country  at  the  time. 

DR.  ABBOUD:  1  would  like  to  think  that  we  can 
educate  the  public  a  lot  more  instead  of  working  from  a 
position  of  lack  of  confidence/  lack  of  faith/  and  I 
mentioned  that  in  my  presentation  this  morning.  We  spent  a 
lot  of  time  this  morning  indicating  that  the  actual  cost 
that  is  charged  to  the  Federal  Government  for  research  is  in 
fact  less  than  the  cost  that  universities  carry.  There  is  a 
lot  of  hidden  cost  in  the  formula  that  we  were  talking 
about.  We  spent  a  lot  of  time  indicating  to  you  that  the 
accounting  procedures  you're  proposing  will  increase 
indirect  costs.  That  has  to  decrease  the  net  amount  of  money 
left  for  the  support  of  the  investigator.  We  keep  indicating 
that  that's  driving  away  young  investigators  from  research 
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and  will  eventually  hurt  the  total  enterprise, 

Nowi  I  We  got  to  ask  you#  because  you  We  very 
important  in  this  whole  formula^  which  is  more  important  to 
you:  to  be  perfect  in  cost  accounting#  in  your  procedures# 
or  to  decrease  the  vitality  and  creativity  of  a  university? 
It  is  going  to  have  to  come  to  that.  You've  got  to  answer 
that  question. 

MR.  LORDAN:  But  you  leave  no  room  for  a  reasonable 
response.  The  question  dictates  the  response.  Certainly 
there  is  a  broad  area  of  gray  between  those  two  extremes# 
and  we  all  find  ourselves  operating  in  that  area#  and  I 
think  the  trick  is  to  find  that  level  of  accountability  that 
is  satisfactory  to  Government  decision-makers#  to  the 
Congress#  and  to  the  public#  and  doesn't  impose  a 
disproportionate  cost  on  the  institutions.  That  certainly 
was  our  objective.  If  we've  failed#  we're  open  to 
suggestions  as  to  how  we  might  do  better.  But  certainly  our 
objective  is  precisely  the  way  you  state  it. 

DR.  FREDRICKSON:  Estelle? 

DR.  RAMEY:  I  think  we  loosely  speak  about  this 
public  suspicion#  the  public  demand#  and  that  sort  of  thing. 
The  fact  is  that  every  poll  I've  seen  has  indicated  public 
support  of  increased  research  to  cure — if  you  put  it  on  the 
basis  of  to  cure  cancer#  to  cure  heart  disease — always  goes 
in  the  direction  of  the  fact  that  the  public  wants  to  see 
more  research  done  that  will  ultimately  lead  in  that 
direction.  They  will  even  support  basic  research,  I'm  not 
sure  I  would  agree  that  there  is  a  very  high  level  of 
suspicion  in  the  country#  specifically  about  scientists. 
There  is  a  lot  of  suspicion  about  practicing  doctors#  which 
has  been  well  earned#  but  the  fact  is  that  there  is  not#  in 
my  opinion#  a  great#  a  high  level  of  suspicion  that  the 
scientists  are  wasting  a  lot  of  money  and  the  like  in  the 
life  sciences.  Every  time  the  newspapers  put  on  the  front 
page  something  about  interferon  and  cancer  and  that  sort  of 
thing#  I  invariably  hear  comments  like#  "Why  aren't  we 
putting  more  money  into  developing  all  kinds  of  things  like 
that?  Why  are  we  spending  it  on  welfare#"  or  something  of 
that  sort. 


But  the  fact  of  the  matter  is  that  it's  very  easy 
to  rely  upon  something  called  the  level  of  suspicion  and 
then  translate  that  into  accounting  practices  with  which 
accountant  feel  very  much  more  comfortable  than  using  some 
of  the  other  techniques  that  have  been  suggested. 

So  I  would  just  like  to  say  that  I'd  like  to  be 
shown  what  that  level  of  suspicion  is  and  how  it's 
manifested  and  how  you  count  it. 

DR.  FREDRICKSON:  Mr.  Lordan? 
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MR.  LORDAN:  I'm  sure  there's  a  group  of  practicing 
physicians  meeting  elsewhere  in  this  city  who  are  making 
equally  uncharitable  remarks  about  their  colleagues  in 
research.  The  issue/  I  think;  is  not  the  support  of 
research — not  support  of  the  cancer  cures  or  other  research 
objectives — which  certainly  there  is  great  support  for — but 
rather  the  overhead  enterprise  necessary  to  carry  those 
things  out;  and  I  have  little  doubt  that  if  we  had  a 
referendum  on  whether  the  Federal  Government  should  be 
supporting  university  overhead;  that  would  be  viewed  very 
negatively  by  the  same  respondents  to  polls;  just  as  when 
you  ask  them  about  Government  bureaucrats  you  get  very 
negative  reactions.  It  is  really  not  the  direct  cost  of  the 
research  that  so  much  of  this  controversy  involves;  but 
rather  the  documentation  and  support  for  the  infrastructure 
that  you  need  at  the  institution  to  carry  out  that  research. 

DR.  RAMEY:  It  depends  on  how  you  ask  that 
question.  I'm  not  so  sure  that  if  you  ask  the  question  so 
that  it  was  understood  that  one  has  to  pay  for  electricity 
and  all  the  rest  of  the  support  of  research;  that  the 
citizens  of  the  United  States  are  so  stupid  that  they 
wouldn't  understand  that  that's  an  essential  part  of  turning 
out  these  great  scientific  discoveries. 

DR.  EISENBERG-  No;  but  isn't  the  point;  in 
reconciling  the  difference;  one  of  unfortunate  terminology. 
It  has  come  up  all  the  way  through.  It's  not  your  fault; 
it's  everybody's  fault;  ours  included.  Distinguishing 
"direct"  from;  quote;  "indirect"  or;  quote;  "overhead  cost" 
allows  some  scientists  to  say;  "Why  are  they  ripping  me  off 
and  putting  the  money — ?"  I  mean;  it  comes  back  to  what  Mr. 
Kelly  said:  If  the  public  understood  that  this  was  a  part  of 
the  cost  of  producing  this  or  that  marvelous  cure;  they 
would  buy  it.  But  if  they  see  it  as  overhead  to  support  a 
limousine  for  the  university  president.... 

MR.  LORDAN:  Right;  and  I  have  an  equally  high 
regard  for  the  intelligence  of  the  American  people.  I  just 
point  out  that  some  of  your  own  faculty  have  not  been 
educated  on  this  issue. 

DR.  EISENBERG:  Hear;  hear!  That's  what  I've  said. 
That's  exactly  it. 

DR.  FREDRICKSON:  Henry  Meadow  and  then  Bill 
Anlyan;  and  then  we'll  have  Fred  Bohen. 

MR.  MEADOW:  I  think  what  we've  heard  over  the  last 
two  minutes  is  a  very  interesting  demonstration  of  this 
something  which  seems  to  pervade  our  society  at  the  moment. 
One  is  the  lack  of  credibility  on  the  part  of  one  group  for 
what  the  other  group  seems  to  say  it  wants  to  do;  and  the 
other  is  the  fact  that  we  seem  to  like  adversary  proceedings 
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more  than  we  ever  did  before^  and  I  wonder  if  this  meeting 
can't  be  said  to  have  begun  to  resolve  some  of  this 
conflict,  if  you  will,  in  the  sense  that  I  think  we  are  all 
agreed  that  there  has  to  be  some  level  of  accountability, 
both  scientific  and  fiscal. 

Dave  Kipnis  defined,  I  think  very  elegantly,  the 
problems  that  the  presently  requested  type  of  accountability 
cause  for  a  practicing  scholar,  or  a  man  who  is  responsible 
for  practicing  scholars;  and  I  wonder  if,  with  this  as  a 
beginning,  in  looking  at  the  system  problem  that  Jim  Kelly 
posed,  we  can't  begin  by  assuming  that  all  of  us  want  to 
solve  the  same  problem  and  begin  to  get  on  with  the 
solution. 


DR.  FREDRICKSON:  Thank  you,  Henry.  Bill  Anlyan? 

DR.  ANLYAN:  Well,  I'll  make  it  short,  because  I 
think  Henry  said —  I  am  interested,  too,  in  getting  away 
from  the  adversarial  position,  and  now  that  you  have  sort  of 
precipitated  a  crystal  with  A-21,  I  wonder  if  it  wouldn't  be 
worthwhile  visiting  selected  campuses  or  research 
universities  to  see  what  the  impact  has  been.  We  would 
predict  that  it's  going  to  make  things  more  difficult  than 
ever  before  for  us  to  get  fewer  dollars. 

The  other  thing  that's  important,  which  is  hard  to 
put  on  paper — which  I  think  my  colleagues  down  the  table 
have  been  trying  to  express — is  the  frustration  of  the 
scientists  out  there  in  the  trenches.  This  is  just  one  more 
straw  in  terms  of  saying  that  we  have  to  do  this  for 
achieving  perfection  in  accounting  principles,  legal 
technicalities,  and  added  to  all  of  the  other  things  that 
have  been  mentioned  earlier  today — the  OEO,  the  EPA,  the 
□SHA,  many  of  which  are  very  fine  things.  This  is  what  is 
really  going  to  kill  the  scientific  goose  in  the  research 
universities. 

So  I  would  hope  to  eliminate  the  adversarial 
position.  And  some  of  you,  come  around  to  the  research 
universities  and  take  a  look  at  the  trenches,  because  we 
have  to  work  together. 

MR.  KELLY:  You  mean  the  places  where  they're  dug 

in? 


(Laughter ) 

DR.  FREDRICKSON:  I  think  we  must  move  on  to  the — 
DR.  TEMIN:  May  I  make  one  sentence? 

DR.  FREDRICKSON:  Yes,  Howard? 

DR.  TEMIN:  It  seems  that  a  great  deal  would  be 
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helped  if  we  changed  the  terms  "direct"  and  "indirect"  to 
"incremental  costs"  and  "averaged  costs." 

DR.  FREDRICKSON:  Creative#  creative. 

DR.  TEMIN:  That  would  really  change  a  lot  of  the 
connotations  that  seem  to  be  so  troublesome  and  that  still 
don't  seem  to  be  understood  by  everyone#  even  around  this 
table#  much  less  on  the  outside. 

DR.  FREDRICKSON:  Let  me  see  if  — 

MR.  LORDAN:  Much  better  than  the  distinction  made 
by  Adam  Smith  between  productive  costs  and  unproductive 
costs. 


(Laughter ) 

MR.  KELLY:  I  would  just  like  to  comment  on  that 

one. 

DR.  FREDRICKSON:  All  right. 

MR.  KELLY:  I  think  that  when  all  of  us  started  in 
this  business#  we  believed  that  there  was  such  a  thing  as 
incremental  costs  and  that's  what  we  would  fund.  I  believe 
there  is  no  informed  person  who  has  studied  this  problem 
that  believes  there  is  such  a  thing  as  a  measurable 
incremental  cost. 

DR.  FREDRICKSON:  Fred  Bohen#  who  is  the  Assistant 
Secretary  for  Management  and  Budget#  has  had  a  busy  day#  and 
I'm  grateful  to  him  for  managing  to  get  all  the  way  out  to 
Bethesda  somehow#  despite  all  of  the  distractions  downtown. 

Fred#  you  are  at  a  disadvantage:  Everybody  has 
discussed  almost  everything#  but  still  there  are  the 
perspectives  of  the  Department#  as  compared  with  the  0MB# 
compared  with  the  agency#  the  universities#  and  the 
scientists  on  accounting#  accountability#  and  A-21  in 
particular#  so  there  is  still#  doubtless#  something  for  you 
to  say.  Would  you  like  to  go  to  the  podium? 

MR.  BOHEN:  I  would  just  as  soon  speak  informally 
at  the  end  of  what  I  gather  has  been  a  long  day  for  you# 

Don#  and  your  colleagues.  I  had  intended  all  along  to  speak 
informally#  and  the  events  of  the  last  70  hours  have  made  a 
necessity  out  of  what  might  hava  been  a  virtue. 

Let  me  say  that  I  recognize  and  apologize  for 
arriving  very  late  in  what  has  been  a  full  day.  When  Don 
first  approached  me  with  the  notion  that  he  would  devote 
this  meeting  of  his  Council  to  this  subject#  I  welcomed  it 
and  said  the  Department  would  be  a  full  partner  and  I  would 
be  personally  a  full  participant#  as  much  to  learn  as  to 
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philosophize  about  these  problems.  In  the  meantime*  my 
office  in  particular  and  the  Department  in  general  got  into 
a  ^335  million  controversy  with  the  State  of  New  York*  and 
we've  been  trying  to  drag  back  those  dollars  dollar  by 
dollar*  and  as  against  that  controversy*  the  ones  that  swirl 
around  this  table  may  be  mild*  may  be  mild  indeed. 

I  would  like  to  talk  a  little  bit  about  the 
philosophy  of  the  Department  approaching  this  issue — some  of 
the  pressures  we  feel — and  then  really  let  those  of  you  who 
have  spoken  earlier*  and  want  to  make  sure  that  I  have  heard 
the  points  that  have  been  made*  repeat  them. 

We  are*  I  think*  a  little  surprised  at  the 
anticipatory  reaction  of  negativism  to  the  new  A-21 
principles.  There  was  a  lot  of  feeling  in  the  university 
community*  as  well  as  the  Government*  that  the  prior 
circular  had  defects*  and  there  was  a  long  process  of 
consideration — hearings  in  Congress*  dialogues  between  the 
Government  and  the  university  community — that  led  to  its 
revision.  I  wasn't  personally  involved  in  that*  but  Hale 
Champion*  who  is  here*  was  actively  involved  on  the  part  of 
the  Department*  and  none  of  us  would  pretend  that  the  final 
product  was  one  that  satisfied  everybody*  but  it  certainly 
was  a  product  that  was  open  to  a  tremendous  amount  of 
consultation.  We've  now  had  a  year  to  get  used  to  what  has 
been  written  down*  as  well  as  what  was  not  written  down*  but 
really  no  experience  in  concrete  situations  and  in  knowing* 
for  example*  whether  the  proposition  that  you  advanced  is 
true — that  the  actual  implementation  of  that  circular  will 
lead  to  either  higher  or  lower  indirect  cost  rates  and 
therefore  higher  or  lower  amounts  of  money  available  for 
research  or  any  of  the  other  empirical  propositions  that  a 
year  or  two  from  now  will  be  testable  through  experience  on 
both  sides. 

So  I  think  that  the  sense  of  great  anxiety  comes 
to  us*  as  I  gather  it  comes  to  0MB*  as  something  of  a 
surprise.  We  think  that  in  many  ways  the  circular  is 
improved*  that  in  many  way  it  has  been  made  less  onerous. 

The  element  of  trying  to  chronicle  faculty  effort  and  the 
diverse  ways  that  gifted  members  of  the  faculty  spend  their 
time*  we  think  has  been  demonstrably  eased.  Whether  it  will 
satisfy  the  auditors*  and  whether  it  will  in  fact  prove  less 
onerous*  I  think  is  an  open  question*  but  I  think  it's  a 
myth*  and  a  myth  that  is  abroad  in  the  land*  that  somehow 
that  part*  such  a  sensitive  part*  has  been  quickened*  has 
been  tightened  up. 

In  the  context  of  the  A-2i  Circular*  the 
Department  undertook  an  effort  to  fill  in  some  of  the 
ambiguities  with  an  interpretive  set  of  guidelines.  We 
circulated  drafts  which  met  the  expected  round  of 
suggestions  for  improvement.  And  we've  had  a  series  of 
really  very  productive  discussions  with  the  university 
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community<  represented  through  Tom  Bartlett  and  the  staff  of 
the  AAUi  and  there  is  absolutely  no  question  that  the  final 
product  of  the  Department's  work  in  its  interpretation 
benefited  from  the  criticisms  that  came  from  the  university 
community#  and  I  think  the  university  community  felt  that 
they  were  heard  and  that  their  concerns  were  given  attention 
to;  and  we  have  had  similar  discussions  more  recently  on 
developing  an  audit  resolution  policy  in  the  Department#  and 
the  whole  consideration  of  whether  a  longstanding  dollar  cap 
on  indirect  costs  for  training  grants  makes  sense  in  the 
modern  world. 

So  what  I  would  manifest  from  the  Department's 
point  of  view  is  a  feeling  that  A-21  is  a  stride  forward—an 
absolute  willingness  to  test  the  proposition#  indeed  by 
going  to  individual  universities — a  feeling  that  individual 
universities  vary  widely  in  terms  of  their  ability  to  report 
information  and  report  it  to  the  Government  in  ways  that  are 
responsive  to  A-21. 

To  pick  up  a  theme  that  I  gather  my  illustrious 
predecessor#  Jim  Kelly#  whom  I  would  like  very  much  to  have 
heard#  emphasized  in  his  remarks,  there  is  a  great  desire  to 
emphasize  forward  remedy  rather  than  historic  penalty#  and 
indeed  an  organization  within  the  Department#  created  within 
the  last  year--  an  office  in  my  own  office#  headed  by  Henry 
Kirschenmann—  to  work  with  universities  on  precisely  the 
long-term  institutional  changes  and  improvements  and 
good-faith  plans  to  put  systems  in  place  that  will  be 
responsib le. 

If  we  can  get  below  the  level  of  philosophical 
debate#  we  are  talking#  after  all#  about  very#  very 
substantial  resources.  I  was  stunned  to  see  that  the 
University  of  California  received#  two  years  ago#  nearly  a 
billion  dollars  in  Federal  grants  and  collected  %77  million 
in  indirect  costs.  So  it's  not  a  trivial  expectation  of  the 
Congress#  or  any  other  body  looking  for  ac c ountab i 1 i ty #  to 
expect  that  both  the  university  and  the  sponsoring  agencies 
be  able  to  explain  both  parts  of  that  kind  of  equation#  and 
while  the  amounts#  in  less  expensive  institutional  settings 
are  less#  the  principle#  I  think#  holds. 

Moreover#  I  just  have  to  reflect#  as  the  holder  of 
the  purse  strings  in  a  Department  that  seems  to  have  a  lot 
of  money  but  rarely  has  it  free  when  you  need  it#  that  these 
are  tight  times#  and  the  notion  of  set-asides  of  large 
amounts  of  money  from  audits  that  are  hanging  open  and 
unresolved  for  years  at  a  time#  which  has  been  the  pattern 
in  HEW#  is  drawing#  and  I  think  rightfully  drawing# 
intensified  criticism  from  the  Congress.  In  the  context  of 
that  criticism  and  in  the  context#  really#  of  increasingly 
understanding  the  obstacles  to  resolution#  the  Department  is 
putting  together  right  now  a  set  of  strengthened  policies 
and  raising  the  burden  and  the  hierarchy  for  the 
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responsibility  for  resolving  these  open  questions  to 
politically  accountable  officialsi  including  for  the  largest 
and  most  intractable*  the  Under  Secretary. 

So  there  is  a  lot  of  movement  in  this  area.  We 
seek  very  much  to  approach  it  in  the  spirit  of  an  absolutely 
open  ear  and  a  raised  antenna  for  information*  for  knowledge 
of  what  is  going  on  in  the  community  we  are  working  with.  I* 
myself*  have  come  out  of  an  experience  in  universities  and 
feel  very  much  an  awareness  of  the  special  characters  of 
these  institutions  and  the  special  character  of  the  kind  of 
work  that  goes  on  in  them  and  the  frigidity  between  the 
spirit  of  free  inquiry  and  the  presence  of  the  overseer  with 
the  green  eyeshade,  and  it  is  absolutely  critical  that  that 
balance  be  kept  in  perspective.  We  are  trying  to  do  that.  We 
are  very  anxious  to  learn  more*  and  I  personally  regret*  as 
I  say*  that  this  controversy  on  another  front*  but  not 
irrelevantly  concerned  also  with  money*  prevented  me  from 
learning  more  in  your  session  today. 

DR.  FREDRICKSON;  Thank  you  very  much.  Fred.  Jim* 
you^re  going  to  be  here  tomorrow,  aren't  you? 

MR.  KELLY:  Yes. 

DR.  FREDRICKSON:  I  think  we'll  begin  with  the 
Today  Show  rather  than  the  5:00  o'clock  recap.  If  there  are 
people  who  would  like  to  specifically  ask  Fred  a  question  or 
direct  to  him  a  comment  or  two*  we  can  spend  just  a  few 
minutes*  because  I  really  feel  we  must  break  up  by  around 
5:20*  5:25  at  the  very  latest.  Leon  Eisenberg? 

DR.  EISENBERG:  I'm  just  curious*  Mr.  Bohen*  how 
could  the  communication  between  the  Department  drawing  up 
the  circular  and  the  university  community  have  been  so 
ineffectual  that  you  are  astonished  by  the  distress?  I  mean, 
you  might  have  decided*  properly*  to  go  ahead  because  it  was 
right  and  we  are  all  wrong*  but  I  don't  really  quite 
understand  why  the  distress  comes  as  a  surprise*  and  if  so* 

I  repeat  what  I  said  earlier  in  the  discussion  with  Mr. 
Lordan*  it  would  have  been  marvelous*  really*  if  there  had 
been  some  way  to  try  it  out  in  three  places  before  it  became 
the  overall  thing.  We  need  some  way  of  looking  at  the  demand 
for  efficacy  as  well  as  safety  when  accounting  rules  are 
changed. 


MR.  BOHEN:  Well*  first  of  all*  let  me  say  that  the 
Department  didn't  draw  up  the  circular*  OMB  did  on  behalf  of 
the  Government.  The  Department  had  an  ample  and  extensive 
opportunity  to  make  inputs  into  that*  and  in  the  process* 
which  Mr.  Champion  can  speak  of  today  or  tomorrow  when  he 
speaks  more  formally*  it  certainly  received  both  from 
individual  institutions  and  from  the  agencies  that  represent 
university  institutions  a  lot  of  manifestations*  as  did  the 
Office  of  the  Science  Advisor  and  OMB  itself.  Those*  John — 
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correct  me  if  I'm  wrong/  but  that  circular  was  not  put  out 
clandestinely  in  the  middle  of  the  night/  but  indeed  after  a 
long  process  of  consultation;  and  I  guess  my  sense  is  that 
all  parties  felt  it  was  an  improvement  on  the  past  and  that 
we  haven't  had  the  kind  of  experience  that  would  already 
lead  to  the  suggestions/  as  I  read  them  in  the  report  of  1;^he 
Research  Commission/  that  it  is  time  already  to  go  back  to 
the  drawing  board  for  a  new  circular.  I  think  we  need  some 
experience  with  the  circular.  I  think  the  attitude  of  the 
Department/  as  the  cognizant  agency/  and  of  0MB  more 
generally  on  behalf  of  the  Government/  will  be  very  much  to 
build  on  the  basis  of  experience  and  to  try  to  find  out  from 
experience  an  approved  operational  context  for  this.  But  we 
are  a  year  after  the  publishing  of  it  and  months  ahead  of 
operating  under  it/  and  somehow  the  anxiety  seems  to  me  to 
have  outrun  experience. 

DR.  FREDRICKSON;  Dr.  Brown  and  then  Dr.  Sherman. 

DR.  BROWN;  There  seems  to  be  a  lot  of  feeling  that 
this  accounting  procedure  is  pretty  stringent.  I  would  like 
to  ask  either  Mr.  Lordan  or  Mr.  Bohen  whether  they  feel  it 
would  be  possible  to  devise  a  system  in  which  there  would  be 
an  auditing  procedure  that  would  be  adequate  to  catch  the 
kinds  of  fraud  and  things  of  that  kind  which  we  now  know  to 
exist  but  which  are  surely  quite  rare/  but  not  go  to  the 
extent  of  the  present  stringent  procedures  which  may/  in 
some  cases/  cost  more  to  administer  than  the  abuses  which 
they  in  fact  might  catch. 

MR.  LORDAN;  If  we  could  separate  first  the 
accounting  and  auditing.  They  are  quite  different  concepts. 
One  is  a  matter  of  demonstrating  that  a  cost  has  been 
incurred  and  it  is  properly  assignable  to  some  object — a 
Government  research  grant/  for  example.  The  other  is  the 
process  of  coming  along  later  and  checking  up  on  whether 
that  is  the  right  assignment — whether  in  fact  the 
documentation  is  reliable — and  I'm  not  really  sure  from  a 
lot  of  what  we  have  heard  this  afternoon  how  much  of  the 
anxiety  stems  from  each  of  those  processes. 

□ur  feeling  is — and  I  think  Mr.  Bohen  has  said  it 
quite  well — our  feeling  is  that  the  documentation 
requirements/  the  record-keeping/  the  accounting 
requirements  that  we  put  forth  in  the  circular  were  a 
lessening  of  the  burden.  The  burden  that  you  may  be 
anticipating  from  the  audit  followup  is  something  we  can't 
speak  to  yet  because  it  hasn't  happened.  Certainly  the 
Department  and  its  Inspector  General  is  going  to  be  equally 
sensitive  to  the  kinds  of  concerns  that  Fred  has  articulated 
here/  and  we  expect  that  same  kind  of  response  from  their 
colleagues  in  the  other  agencies;  but  of  course  we  all  have 
had  bad  experience  with  audit.  0MB  gets  audited  by  the 
General  Accounting  Office/  and  we  rail  and  complain  about 
their  process  and  their  standards  and  the  rest.  It  is  never 
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a  comfortable  process.  I  think  we  have  to  temper  our 
anxiety/  though/  with  the  reality  of  what  we've  faced  thus 
far/  and  thus  far  I  don't  think  anybody  has  faced  an  audit 
test  in  connection  with  the  new  circular. 

DR.  FREDRICKSON:  Fred/  did  you  want  to  respond  to 

that? 

MR.  BOHEN:  I  think  it  might  be  useful/  and  I  would 
like  to  turn  to  my  colleague/  Henry  Kirschenmann/  who  is 
closer  to  this.  We're  engaged  in  a  certain  amount  of 
preventive  health  in  this  area  in  the  Department  by  making 
visits  to  universities/  working  with  the  university  people 
with  respect  to  their  accounting  systems — even  in  advance  of 
the  activation  of  A-21  and  any  visits  on  the  part  of  the 
auditing  teams“to  upgrade  the  systems.  I  think/  Hank/  it 
would  be  profitable  to  take  a  couple  of  minutes  and  give  a 
kind  of  profile  of  what  a  typical  visit  is  and  what  it  has 
yielded  so  far  in  a  representative  case. 

MR.  KIRSCHENMANN:  Okay.  We've  been  doing  this  in 
two  ways/  both  in  our  role  of  trying  to  settle  audit  reports 
that  have  existed  now  for  some  time — outstanding  audit 
reports  which  have  not  been  resolved — and  also  in  trying  to 
respond  to  institutions  that  have  come  to  us  with  procedures 
and  have  asked  us  without  audit  whether  or  not  they 
satisfied  the  requirements  of  the  circular;  and  in  both 
instances/  our  practice  is  to  meet  with  the  institutions/  to 
understand  their  system/  to  agree  on  a  system  which  meets 
the  new  standards/  and  to  submit  our  best  efforts  to  the 
audit  agency — to  the  HEW  Audit  Agency/  which  is  the 
cognizant  audit  agency. 

The  end  result  of  that  is  an  agreement  between  you 
and  us  and  the  Audit  Agency  that  the  system  which  we  agree 
upon  does  indeed  meet  all  the  requirements  of  the  circular 
and  that  its  implementation  will  save  the  institution  harm 
from/  you  know/  someone  coming  in  at  some  later  time  and 
saying/  "Hey/  I  have  a  different  interpretation  than  what 
you  peop le  have. " 

Now/  we've  dealt  with/  I  guess  at  this  point/  some 
40-odd  institutions  under  the  requirements  for  the  old 
circular  and  about  15  or  20  institutions  under  the 
requirements  for  the  new  one/  and  we  have  agreements  with  6 
or  8  of  those  institutions/  so  it  seems  to  me  that  we're 
moving. 


One  of  the  things  that  we  keep  referring  to  here/ 
though/  is  this  need  for  a  rigidness  and  preciseness  and 
great  paperwork  burden/  and/  you  know/  our  experience  today 
is  that  it's  not  needed.  The  circular  is  none  of  those 
things.  It  is  not  rigid.  There  is  more  than  ample 
opportunity  for  the  institution  to  institute  alternative 
accounting  procedures.  It's  not  looking  for  preciseness. 
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It's  looking  for  approx imations#  and  the  circular  says  that 
right  now.  We  have  always  operated  under  that  rubric*  and  I 
really  question  whether  or  not  it  is  going  to  add  to — going 
to  cause  a  tremendous  paperwork  burden  on  the  part  of  the 
institution.  Certainly  it  seems  to  me*  on  the  part  of  the 
effort-reporting  of  faculty  it's  going  to  reduce  that  burden 
and  not  add  to  it. 

MR.  KELLY:  Hank*  could  I  ask  you  a  question  about 
the  six  or  eight  where  you  have  agreement — that  you  have 
looked  at  under  the  new:  Do  you  find  the  application  of  the 
new  circular  significantly  different  in  outcome  from  the  old 
circular?  That's  the  concern*  and  it  seems  to  me  if  you 
visited  that — 

MR.  KIRSCHENMAMN:  In  terms  of  dollars? 

MR.  KELLY:  Of  dollars*  yes. 

MR.  KIRSCHENMANN:  We  can't  tell  at  this  point. 
We're  agreeing  on  procedural  aspects.  But  I  do  think  this: 
There  has  been — depending  upon  which  side  of  the  table 
you're  sitting  on*  I  guess  you  are  going  to  either  like  or 
reject  my  observation — -but  there  has  been  some  concern  by 
university  administrators  that  the  new  circular  was  going  to 
result  in  less  reimbursement  to  them  for  overhead.  I  think 
that's  not  the  case.  I  think  if  anything*  the  new  circular 
is  going  to  result  in  additional  overhead  recovery  by  the 
institutions  if  they  choose  to  recover  it. 

MR.  KELLY:  You  don't  think*  though*  that  that  will 
vary  from  one  institution  to  another?  Let  me  just  tell  you 
that  I  have  talked  to  institutions  that  have  given  me 
numbers  very  significant  as  to  the  loss  in  indirect  cost 
recovery  that  they  will  experience  under  the  new  one.  State 
University  of  New  York  did  an  analysis  for  me  before  I  left 
in  which  they  said  that  their  recovery  under  the  new 
circular  would  be  greater  than  that  which  they  had  under  the 
old. 


MR.  KIRSCHENMANN:  I  don't  know  whether  that  is 
true  or  not*  frankly.  I  did  see  an  article*  and  I  forget 
whether  it  was  in  the  "Chronicle  of  Higher  Education"  or 
somewhere*  where  someone  had  gone  to  a  selected  number  of 
institutions  after  the  circular  was  issued  and  asked  them 
whether  or  not  this  was  going  to  do  untold  damage  to  them* 
and  as  far  as  I  know*  Yale  was  the  only  institution  that 
said  they  would  suffer  as  a  result — suffer  in  the  sense  that 
their  rates  were  going  to  be  less.  I  don't  know  of  any  other 
institution.  My  best  guess  is*  my  best  feel  for  it  is  that 
it  will  not. 

DR.  FREDRICKSON:  I'm  going  to  let  Henry 
Kirschenmann  have  the  last  word.  It  may  be  symbolically 
important  to  him.  This  has  really  been  an  extraordinarily 
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valuable  day.  My  office  is  about  a  five-minute's  walk  away» 
and  you're  all  welcome  to  continue  this  conversation  there 
for  a  while  if  you  like.  Tomorrow  morning  we'll  begin  at 
8:45  in  this  room  with  Jim  Kelly/  who  will  give  an  overview. 
I  want  to  thank  all  of  you  very  much  for  your  presentations 
today/  and  I  do  hope  that  as  many  of  you  as  possible  can  get 
back  tomorrow.  The  subject  will  still  be  A-21. 

Thank  you  very  much. 

(Whereupon  the  meeting  was  recessed  at  5:25  p.m./ 
on  May  13/  1980/  to  reconvene  at  8:45  a. m.  the  following 

day.  ) 


T109 


PARTICIPANTS 
May  14,  1980 

Donald  S.  Fredrickson,  M. D.  ( Cha irman ) * 

Joseph  G.  Perpich,  M. D. ,  J. D.  (Executive  Secretary)* 
Francois  M.  Abboud,  M.  D. 

Nilliam  G.  Anlyan,  M.  D. 

Ivan  L.  Bennett,  Jr.,  M.  D.  * 

Frederick  Bohen 
Stuart  Bondurant,  M.  D.  * 

Kenneth  T.  Brown,  Ph.D. 

Nilliam  D.  Cary 

Hale  Champion 

Leon  Eisenberg,  M. D. * 

Peyton  Fuller 

Barbara  C.  Hansen,  Ph.D. » 

James  Kelly 

David  M.  Kipnis,  M.  D. 

Henry  G.  Kir sc h enmann,  Jr. 

Saunders  Mac  Lane,  Ph.D. 

Henry  C.  Meadow 
Cornelius  J.  Pings,  Ph.D. 

Nilliam  F.  Raub,  Ph.D. 

John  F.  Sherman,  Ph.D. 

Louis  W.  Sullivan,  M. D. * 

Federico  Nelsch,  M. D. ,  Ph.D. 

Linda  S.  Wilson,  Ph.D. 

Chien-Shiung  Wu,  Ph.D.* 


*  Member  of  the  Advisory  Committee  to  the  Director,  NIH. 


TllO 


PROCEEDINGS 
May  14,  1980 


8:  49  a.  m. 


DR.  FREDRICKSON:  Good  morning.  This  second  session 
of  the  Directory’s  Advisory  Committee  will  please  come  to 
order.  I  am  pleased  to  welcome  at  least  three  new 
participants  to  the  table  today:  Mr.  Bill  Carey,  who  is 
Executive  Director  of  AAAS;  Dr.  Cornelius  Pings,  Vice 
Provost  at  Cal  Tech;  and  Saunders  MacLane,  Vice  President  of 
the  National  Academy  of  Sciences. 

This  morning,  as  promised,  particularly  to  those 
fixed  at  their  television  sets  remote  from  us,  Jim  Kelly 
will  take  my  overview  time  and  describe  what  it  is  that  he 
heard  transpire  yesterday.  Jim? 

MR.  KELLY:  Well,  Don,  I'm  looking  forward  to  it, 
and  I'm  anxious  to  find  out  what  I  say.  I  sort  of  elect  not 
to  try  and  summarize  the  presentations  that  were  made 
yesterday — it  seems  to  me  that  would  only  be  useful  to  those 
who  weren't  here — but  hopefully  to  distill  out  of  the 
discussion  some  of  the  things  that  we  identified,  that  we 
agreed  to  that  look  like  they  might  be  worthy  of  further 
study,  and  some  of  the  elements  that  concern  us  but  for 
which  we  don't  have  a  sense  of  direction  or  resolution.  I 
guess,  Don,  I  think  that  you  did  the  most  profound  job.  You 
told  us  the  two  things — that,  one,  we  should  grapple  with  a 
difficult  task,  and,  second,  that  we  werent't  going  to 
arrive  at  a  satisfactory  conclusion  at  this  session,  and  I 
think  that  that's  been  proved  true. 

It  does  seem  to  me  that  bringing  together  this 
group  for  this  deliberation  was  established  yesterday  as 
being  a  very  useful  exercise.  It  isn't  that  we  haven't  had  a 
lot  of  meetings  over  the  years  that  dealt  with  the  issue  of 
what  the  cost  of  research  is,  and  what  the  indirect  cost 
component  is,  and  what  portion  of  it  is  properly  the  role  of 
the  Federal  Government  to  fund.  But  all  too  frequently,  such 
meetings  are  not  multidisciplinary:  the  financial  managers 
are  meeting  with  each  other,  the  university  administrators 
are  meeting  with  each  other,  the  principal  investigators  are 
meeting  with  each  other;  and  that  the  Government  is  meeting 
among  itself  and  the  university  is  meeting  among  itself;  and 
it  seems  to  me  that  what  you  have  done  is  bring  together 
pretty  much  a  representative  collection  of  all  the  various 
participants  in  this  family,  and  it  throws  a  somewhat 
greater  light  on  the  problem.  I  guess  I  would  really  like  to 
start  by  saying  that  I  believe  it's  possible  that  we've 
picked  the  wrong  villain  in  the  piece. 

I  think  that  we  sort  of  set  up  this  meeting  with 
the  idea  that  we  were  going  to  determine  whether  the  new  and 
revised  A-21  constituted  a  threat  to  the  research  programs 


Till 


and  activities  and  would  impair  a  national  objective*  and  I 
think  there  is  substantial  agreement  among  the  audience 
that*  yes*  that  is  very  likely  to  happen.  This  A-21  is  going 
to  give  us  all  kinds  of  mischief  and  all  kinds  of  trouble. 
But  I'm  not  sure  that  we're  focusing  on  the  right  issue  at 
all. 

I  reread  A-21*  and  with  all  due  respect  to  all  of 
the  t ime-and-e f f ort  that  went  into  its  revision*  I  truly 
believe  that  the  difference  between  this  and  the  Blue  Book 
that  was  developed  by  the  Office  of  Naval  Research  in  World 
War  II  is  not  significant*  and  in  that  40-year  period*  we 
have  done  nothing  more  than  tinker  with  the  work  the  ONR 
did.  I  don't  see  anything  so  new  and  so  novel  in  the  new 
A-21*  and  I  don't  find  it  to  be  so  materially  different  than 
the  A-21  that  we  have  been  administering  up  until  these 
revisions  were  made.  I  think  some  very  radical  and  profound 
changes  were  considered*  but  in  the  final  A-21  that  was 
issued  last  March*  I  really  don't  find  that  any  of  those 
radical  and  profound  changes  have  been  adopted. 

Let  me  tell  you  what  I  think  has  happened.  I  think 
that  as  the  budget  process  has  tightened- — as  we  have  become 
more  committed  to  the  concept  of  a  balanced  budget  at  every 
level  of  government — -as  the  term  "accountability"  has  become 
the  bad  word  of  the  '80s — that  we  have  increased  our 
surveillance  activities*  that  more  audits  have  been 
conducted  and  greater  concern  has  been  expressed  about 
audits  that  were  conducted  in  earlier  periods  and  remain  on 
the  desk  as  unresolved  items*  so  that  universities  are 
hearing  from  the  Federal  Government  about  their 
noncompliance  with  the  old  Circular  A— 21*  and  they  are  being 
told  that  the  systems  that  they've  used  for  documenting  and 
accounting  for  faculty  and  professional  time  is 
unsatisfactory  and  that  they  will  have  to  adopt 
t ime-and-ef f or t  reporting. 

The  culmination  of  this  impact  on  the  institutions 
is  causing  the  institutions  to  say*  "You  see  what  happened 
when  they  put  out  that  new  Circular.  Boy*  we're  in  trouble 
up  to  our  ears  because  of  that  new  A-21."  And  not  a  single 
one  of  those  audits  has  a  thing  in  the  world  to  do  with 
A-21.  It  is  the  fulfillment  of  the  Circular  that  existed 
prior  to  last  March  and  the  terms  and  conditions  of  the 
arrangements  with  the  Federal  Government. 

Now*  I  am  not  overly  sympathetic  with  the  way  some 
of  the  audit  findings  were  made*  and  a  personal  example  of 
that  was*  as  I  told  you  yesteday*  I  helped  create  the  Audit 
Agency*  and  so  I  should  be  proud  of  it*  but  I'll  criticize 
it*  because  they  came  up  to  Stony  Brook*  and  they  had 
audited  Stony  Brook's  research  program  five  times*  and  each 
time  they  had  the  same  payroll  distribution  system  of 
faculty  and  professional  time.  The  sixth  time  the  auditors 
found  that  not  to  be  an  adequate  method  of  documentation* 


T  112 


and  they  had  a  further  slip  that  went  with  it:  They're 
supposed  to  give  you  the  draft  audit  report  for  your 
comments^  but  prior  to  our  receiving  the  draft  audit  reportj 
we  had  a  headline  in  the  Long  Island  newspapers  that  looked 
like  war  had  been  declared#  and  in  fact  it  had  been.  They 
said  that  $16  million  of  faculty  time  was  not  accounted  for 
and  improperly  charged  to  the  Federal  Government.  This  was 
the  total  faculty  time.  It  was  not  a  concept  that#  you  know# 
somebody  might  have  overstated  or  understated.  They  just 
disallowed  all  of  the  faculty  and  professional  time  that  had 
been  charged  to  research  p'^ograms.  Well#  you  know#  that's  an 
unfair  approach  to  it#  and  when  we  discussed  yesterday  the 
problem  of  credibility#  and  we  indicated  that  Mr.  Fountain 
had  put  out  a  report  that  disclosed  the  reasons  for  this 
concern  on  credibility#  that  whatever  it  was#  $86  million  of 
expenditures  were  questioned#  and  let  me  just  say  that  $16 
million  was  in  that  $86  million#  and  that  we  established  our 
own  lack  of  credibility.  This  partnership  was  not  working 
when  that  was  done.  I  think  full  disclosure  is  appropriate# 
but  that#  to  my  mind#  is  the  kind  of  thing  that's 
destructive  of  the  system. 

But  nonetheless#  I  believe  that  the  concern — now# 

I  don't  really  know  whether  or  not  the  new  A-21  is  going  to 
make  a  significant  difference  or  not.  I  have  no  reason  to 
anticipate  that  it  will  make  a  significant  difference.  I 
think#  though#  that  the  focusing  on  the  appropriateness  of 
the  new  A-21  is  focusing  on  the  wrong  issue.  I  think  the 
issue  is#  What  are  the  relationships  under  the  old  A-21?  I 
just  don't  think  the  changes  in  this  are  that  significant.  I 
think  the  reason  why  we  have  such  a  high  degree  of  concern 
on  faculty  is  that  we  are  being  pressed  back  towards  the 
utilization  of  t ime-and-ef f or t  reporting. 

The  t ime-and-ef for t  reporting  was  required  for 
years.  I'm  told  that  it  has  always  been  required#  but  I 
don't  really  believe  that  that's  true.  I  have  a  distinct 
recollection  of  meeting  with  a  group  of  medical  school  deans 
and  the  Association  of  American  Medical  Colleges  dealing 
with  that  issue.  I  have  a  distinct  recollection  of#  at  their 
request#  making  a  study  that  demonstrated  that 
t ime-and-ef for t  reporting  was  an  inaccurate  method#  that  it 
was  merely  the  reciting  again  what  had  been  recited  in  the 
original  grant  applications#  and  I  am  of  the  impression  that 
HEW  at  that  point  in  time  stopped  time-and-  effort  reporting 
and  went  to  what  is  called  a  payroll  distribution  system# 
that  that  has  recently  been  found  inadequate#  and  that  we've 
gone  back  to  t ime-and-ef for t  reporting.  Now#  don't 
misunderstand#  some  institutioins  have  always  done  it.  Some 
institutions  did  it  all  before  HEW  ever  asked  them  to  be 
concerned. 


I  thought  in  yesterday's  discussion  we  identified 
how  unreliable  t ime-and-ef for t  reporting  was.  I  don't  know 
whether  other  administrators  were  as  surprised  as  I  was#  but 
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lue  neard  several  times  about  the  people  who  filled  out  their 
application  for  funds*  and  presumably  their  t ime-and-ef f ort 
report — not  to  identify  how  much  o-f  their  time  they  spent  on 
the  project*  but  how  much  time  would  be  considered  a 
reasonable  amount  of  time  by  a  study  section  for  that  and 
constrain  the  amount  of  time  shown  to  what  a  study  section 
might  think  was  a  good  idea*  and  if  the  purpose  of 
t Ime-and-ef f or t  reporting  is  to  develop  some  reliable  data 
on  what  the  cost  of  the  program  is*  that  doesn't  strike  me 
as  very  reliable.  As  a  matter  of  fact*  1  think  that  if  you 
use  the  t ime-and-ef for t  questionnaire  as  a  means  of 
collecting  data  on  a  research  project*  that  every  reviewer 
on  that  research  project  would  say  your  data  were  no  good 
because  it  was  an  unreliable  instrument  that  you  used  and  it 
had  all  the  wrong  incentives  to  responding  to  the 
questions — -that  it  asked  all  the  wrong  questions. 

But  I  think  that  the  new  A-21  has  a  very  real 
promise  to  it.  It  suggests  to  any  institution  that  doesn't 
like  time  -and-effort  reporting  that  you  can  use  a  monitored 
workload  system*  and  after  the  discussion  I  reread  that 
section  of  A-21*  and  I  might  say  that  I  think  every  one  of 
us  ought  to  give  it  a  real  trial — that  the  monitored 
workload  system*  it  seems  to  me*  doesn't  place  the  kinds  of 
burdens  on  the  institution  and  on  the  faculty  that  we  were 
complaining  about.  It  doesn't  require  a  certification  of  the 
preciseness  of  the  allocation  of  time*  but  it  requires  a 
certification  that  the  actual  time  that  was  devoted  is 
reasonably  related  to  the  way  the  time  was  requested  for 
support  in  the  applications*  and  I  just  can't  see  that  that 
could  be  burdensome  to  the  institution.  It  should  provide  a 
reasonable  documentation*  and  it  should  do  away  with  much  of 
the  kinds  of  arguments  and  concerns. 

One  of  the  things  that  I  thought  came  out  in 
yesterday's  meeting  that  I  just  would  like  to  comment  on:  It 
seemed  to  me  that — well*  it  has  seemed  to  me  over  the  years 
that  one  of  the  great  virtues  that  you  find  in  universities 
is  the  mutual  respect  among  disciplines  for  the  contribution 
that  each  of  them  makes  to  society  and  their  ability  to  work 
together*  but  I  just  got  a  slight  gleaning  yesterday  that 
that  mutuality  of  respect  for  disciplines  did  not  totally  go 
to  the  university  administration*  to  economists*  to 
auditors*  to  accountants*  and  to  public  administrators  that 
were  referred  to  as  bureaucrats*  and  I  think  that  that 
mutuality  of  disrespect  is  a  highly  undesirable  feature  of 
our  thought  process- — that  it  breeds  an  unnecessary  and 
undesirable  adversarial  relationship*  and  I  think  that  just 
as  you  asked  those  disciplines  to  be  respectful  of  your 
discipline  in  the  conduct  of  research*  I  think  you  must  be 
respectful — that  these  people  are  people  that  are  in  a 
profession*  that  they  are  well-intentioned*  and  that  they 
are  of  good  will  and  are  mutually  trying  to  make  their 
contribution  to  a  society  goal*  and  I  think  that 
establishing  that  certain  of  the  disciplines  are  the 
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villains  and  ethers  the  thieves  is  really  not  going  to 
contribute  to  our  solution. 

Now/  tuio  things  came  out  in  yesterday^s  session 
that  I  found  to  be  both  interesting  and  rather  astonishing. 
They  deal  with  the  extent  to  which  there  is  a  recognized 
volume  of  research  costs  that  are  not  funded  by  research 
support.  The  two  things  that  are  interesting  are*  first*  it 
demonstrates  that  the  sophistication  of  the  record-keeping 
system*  the  methods  of  allocation  and  control  are  much 
improved  over  what  they  were  just  a  few  years  ago*  because 
just  a  few  years  ago*  you  could  not  arrive  at  the  cost  and 
that  portion  which  was  reimbursed.  So  we  really  must  have  a 
lot  better  record-keeping  and  a  lot  better  analysis  of  the 
problem  now  than  we  used  to  have  to  be  able  to  say  that  the 
University  of  Washington  has  $9.2  million  that  it  incurs  in 
the  support  of  research  which  is  not  reimbursed.  Now*  that's 
a  pretty  precise  figure.  In  another  institution  it  is  stated 
that  18  percent  of  their  costs  are  not  recovered. 

Well*  it  should  assist  us  in  establishing  that  the 
public  funds  used  in  support  are  not  excessive*  because 
there's  evidence  that  the  cost— sharing  is  real  and 
significant  and  maybe  excessive. 

The  second  item  that  came  out  was  that  the  concern 
between  direct  and  indirect  costs*  although  having  somewhat 
different  perspectives  in  the  minds  of  different  people  in 
the  audience*  seemed  to  me  to  boil  down  to  an  issue  of 
saying  that  one  of  the  great  problems  we  have  in  the  support 
of  an  undertaking  like  this  major  one  of  research  between 
the  Federal  Government  and  institutions  is  that  inflation  is 
having  a  tremendous  impact*  and  that  in  order  to  proceed 
with  our  research  and  not  impair  the  fundamental  objective 
of  our  program*  we  need  mechanisms  that  allow  us  to  be 
responsive  to  the  changes  which  inflation  brings  about  in 
the  conduct  of  our  activities.  What  we  found  in  this 
discussion  was  that  the  mechanism  for  adjusting  to  inflation 
and  changed  circumstances  was  much  more  responsive  and  much 
more  flexible  with  respect  to  indirect  costs  than  was  the 
system  for  responding  to  inflation  and  change  in  the  direct 
portion  of  the  budget  for  the  conduct  of  research*  and  it 
would  seem  to  me  that  that  is  a  fair  criticism  of  the 
system — that  if  we  had  equally  responsive  and  flexible 
abilities  on  both  direct  and  indirect  costs*  it  would  be  in 
our  best  interest. 

I  must  say  that  I  don't  like  to  see  us  become  so 
skilled  in  being  able  to  respond  to  inflation  that  we  don't 
find  that  what  we  really  do  is  hate  inflation,  I  just  think 
that  one  of  our  great  problems  is  that  we  are  learning  to 
live  with  inflation  so  well  that  we  really  aren't  going  to 
do  anything  to  bring  it  to  a  halt*  and  nothing  could  be 
better  for  this  enterprise  than  to  bring  inflation  down  to 
tolerable  levels. 
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I  thought  another  area  that  came  out  in  the 
discussion  yesterday  that  was  worthy  of  consideration  was 
the  element  of  harrassment.  It  seemed  to  me  that  there  was  a 
great  concern.  A  whole  mess  of  things  were 
identified — things  that  had  happened  with  respect  to 
Affirmative  Action#  with  respect  to  OSHA#  and  101  other 
things — the  treatment  of  animals#  the  treatment  of  patients# 
the  what-have-y ou  that  had  imposed  various  kinds  of  new 
responsibilities  on  institutions#  and  cumulatively# they  were 
having  an  adverse  impact  and  effect  on  morale. 

Ue  seem  to  take  the  audit  as  the  villain  in  the 
piece  and  maybe  as  sort  of  the  last  straw.  But  nonetheless# 

I  think  there'^s  some  fairness  in  establishing  that  we  should 
so  divise  the  mechanisms  of  monitoring  as  to  minimize  the 
extent  of  harrassment.  However#  I  wouldn't  go  so  far  as  to 
say  that  such  monitoring  arrangements  shouldn't  exist# 
because  I  think  that#  like  the  tax  system#  you  really  can't 
audit  everybody  in  the  system#  but  if  you  didn't  audit 
anybody#  you  really  wouldn't  collect  as  much  money.  The 
volunteer  system  is  sort  of  dependent  upon  the  knowledge 
that  there  is  a  policeman  there#  and  I  think  that  in  order 
to  uncover  the  fraud  and  abuse  and  in  order  to  promote 
economy  and  efficiency#  that  we  need  monitoring  systems  to 
tell  us  how  well  it's  going. 

If  the  monitoring  is  too  infrequent#  it  also  has  a 
problem.  If  an  audit  is  only  made  like  once  every  five 
years#  it  identifies  all  kinds  of  problems  that  relate  to 
administrators  that  are  no  longer  on  the  scene.  You  are  much 
better  off  to  have  it  relate  only  to  current  circumstances. 
And  if  it's  made  too  frequently#  your  feeling  is  that  you're 
working  for  the  purpose  of  the  record#  rather  than  for  the 
purpose  of  conducting  r esear c h#  so  that  it  does  seem  to  me 
that  we  should  be  anxious  that  the  frequency  of  reporting 
and  the  frequency  of  surveillance  be  related  to  some  level 
of  the  tolerance  in  the  system — that  they  don't  become 
harrassment#  and  if  there  is  any  truth  in  the  allegation 
that  it  has  reached  the  point  of  harrassment#  then  I  think 
we  should  very  carefully  review  it  to  find  out  if  that  is  a 
fair  allegation. 

The  other  thing  that  was  discussed  yesterday  was 
the  concept  that  perhaps  you  can  modify  the  existing 
approach  from  a  reimbursement  concept  to  a  grant-in-aid 
concept  without  materially  changing  the  total  resources  that 
are  allocated  to  this  undertaking  and  without  having  changed 
the  productivity  of  the  enterprise  and  perhaps  minimizing 
unnecessary  work  in  furtherance  of  our  objective#  and  that# 
it  seems  to  me.  is  well  worth  exploring.  Then  last#  let  me 
just  say  that  the  very  fact  that  we  were  called  together  and 
the  reaction  was  the  kind  of  reaction  we  had  in  this  room 
yesterday  seems  to  me  to  say  that  there  is  a  sufficient 
amount  of  smoke  in  this  problem  to  make  you  believe  that  it 
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is  hazardous  to  the  health  of  the  enterprise  and  it  is 
worthy  of  exploration.  If  people  feel  this  strongly  about 
it;  even  if  there  is  no  substance  to  their  concern;  the 
program  is  being  impaired  because  they  believe  that  it's  not 
being  effectively  administered;  and  they  believe  that  the 
relationship  between  the  granting  agency  and  the  execution 
agency  has  become  adversarial  rather  than  partnership;  and 
therefore;  it  seems  to  me  that  it  is  very  wise  that  we 
review  it  in  that  light. 

The  other  area  that  came  out  of  the  same 
problem — we  dealt  with  the  area  of  the  relationship  of  the 
Government  to  the  institution  and  that  interchange.  Well;  I 
thought  it  came  out  pretty  loud  and  clear  that  you  have  some 
problems  in  identifying  institutional  attitudes — that  having 
here  presidents;  deans;  departmental  chairmen;  and  principal 
investigators  demonstrated  that  there  isn't  a  high  degree  of 
mutuality  in  establishing  institutional  position.  And  part 
of  that  is  the  making  of  the  Federal  Government.  There  is  no 
question  that  in  the  development  of  the  National  Institutes 
of  Health;  we  paid  tremendous  respect  to  the  individual- 
faculty  member— required  his  institution  to  sponsor  his 
activities.  Jim  Shannon  used  to  say  that  we  had  developed  a 
system  where  the  university  was  a  motel;  but  Washington 
determined  who  was  going  to  occupy  what  rooms;  and  there  is 
an  awful  lot  in  that.  And  so  our  policies  and  our  methods 
have  caused  part  of  the  brittleness  that  exists  between 
investigators  and  their  institutions. 

We  were  able  in  the  discussion  yesterday  to  move 
from  indirect  costs  being  a  form  of  embezzlement  to  being  a 
necessary  cost;  but  obviously  of  less  import  than  direct 
costs;  and  that;  it  seems  to  me;  is  a  misunderstanding  of 
what  the  whole  concept  of  cost  is  all  about; and  we  are  in 
need  of  finding  the  ways  that  improve  the  relationships 
within  institutions  as  well  as  those  between  the  Federal 
Government  and  the  institutions.  I  still  think  that  we  have 
a  very  worthy  enterprise;  and  that  we  only  need  just  a 
little  bit  of  fiddling  with  it  to  further  the  truth. 

DR.  FREDRICKSON:  Thanks  very  much;  Jim.  That  was 
an  excellent  distillation  of  yesterday.  Before  we  open  it  up 
to  committee  reaction;  though;  I  would  like  to  add  a  little 
more  substrate  to  the  mix.  Yesterday  we  heard;  toward  the 
latter  part  of  the  afternoon;  from  several  of  the  agencies. 
You  will  notice  that  the  next  portion  of  the  program  goes 
back  to  more  of  the  actors  from  the  side  of  university 
science;  and  to  begin  that  discussion;  I  would  like  to  ask 
Hale  Champion  to  return.  I  naturally  asked  Hale  to  give  a 
view  from  both  sides  of  the  fence;  but  in  doing  so  created; 
or  continued;  that  pernicious  model  that  we  are  on  different 
sides  of  the  fence — which  is  a  poor  way  to  begin  the 
solution. 


Hale;  welcome  back;  and  give  us  your  perspectives 
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on  accountab i 1 ityi  if  you  will. 

MR.  CHAMPION:  Thank  you,  Don. 

Having  been  almost  everywhere  in  this  argument,  I 
have  a  good  deal  of  sympathy  for  all  the  participants, 
including  myself.  I  probably  deserve  less  sympathy;  I  didn't 
have  to  be  here,  because  I'm  not  now  directly  involved. 

I  want  to  go  back  briefly  just  to  sort  of 
establish  where  I  am,  and  there  was  a  lot  of  loose  talk 
about  paternity  and  responsibility  for  various  aspects  of 
this  thing  yesterday,  and  I  don't  want  anybody  to  be 
confused  that  I  was  either  in  at  the  creation  or  even 
started  this  last  round.  I  did  neither. 

The  first  time  I  ever  heard  of  this  subject  was 
when  I  was  Director  for  Finance  in  the  State  of  California, 
and  I  suddenly  saw  how  much  money  was  coming  to  the 
University  of  California,  and  I  wanted  some.  So  I  came  in 
from  a  typically  different — I  mean,  from  a  very  different 
point  of  view.  I  got  some,  too.  The  next  time,  I  was  at  the 
University  of  Minnesota;  and  then  I  spent  some  time  at 
Harvard,  arguing  and  being  occasionally  furious  at  the 
behavior  of  auditors  who,  on  one  occasion —  I  think  perhaps 
my  greatest  explosion  came  when  an  auditor  conceded  to  me 
that  the  way  we  were  handling  fringe  benefits  probably  saved 
the  Federal  Government  money,  in  fact  undoubtedly  saved  the 
Federal  Government  money,  but  it  wasn't  according  to  a 
system  he  felt  he  could  adequately  fit  into  his  concept  of 
documentation,  and  that  therefore  we  owed  him  ♦lO  million.  I 
said,  "I'll  see  you  in  the  Supreme  Court."  We  didn't  hear 
any  more  about  it  at  the  time.  Some  of  the  arguments  that  we 
had,  however,  didn't  end  in  so  happy  a  fashion,  and  I've 
been  through  those  from  the  university  side. 

When  I  came  to  HEW,  the  process  on  this  revision 
of  A-21  had  already  begun.  As  a  matter  of  fact,  there  had 
been  drafts  back  and  forth,  and  I  talked  to  Hank 
Kir schenmann,  among  others,  and  to  a  lot  of  people  at  the 
universities;  and  at  that  time,  those  drafts  were  subject  to 
a  lot  of  criticisms  from  the  universities  and  others;  and  we 
sat  down  and  tried  to  arrive  at  some  more  satisfactory 
resolution  of  a  number  of  the  issues. 

I  don't  want  to  spend  too  much  time  inside  A-21 
today,  although  I  will  come  back  and  make  a  few  comments. 

But  my  observation  on  those  discussions  is  that  if  you  take 
the  premises  of  A-21,  if  you  take  that  route,  that  those 
negotiations  and  those  hagglings  were  generally  among 
responsible  people,  each  with  real  problems  to  solve,  and 
each  trying  to  do  it  in  a  reasonable,  decent  fashion;  that 
the  auditors  have  a  real  difficulty  in  terms  of  the  demands 
of  accountability.  And  I  think  there  is  a  heightened  demand 
for  accountability — in  many  cases,  a  stupidly  heightened 
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demand  for  acc ountab  i  1 ity.  But  the  Congress  hasn^t  yet 
gotten  very  sophisticated  about  that.  They  think  numbers  are 
easy  to  come  by.  The  tend  to  believe  numbers  too  easily#  or 
to  add  up  different  numbers  that  appeal  to  their  sense  of 
where  they  are  going  and  come  to  wrong  conclusions  from 
them;  and  a  lot  of  the  developing  pressure  for 
unaccountability  has  led  us  into  some  bad  habits.  I'll  come 
back  to  that  in  a  minute. 

But  inside  the  A-21#  in  this  last  discussion#  the 
fact  is  that  auditors  have  a  very  hard  time  with  university 
accounting#  with  university  procedures.  They  are  very 
different#  and  very  difficult.  I  think  Jim  Kelly  was  right 
yesterday  when  he  said  that  some  of  the  things  they  are 
asked  to  look  at  and  say  are  documented  are  things  that  we 
all  know  can't  be  documented.  There  isn't  the  technology 
there  to  do  it.  But  that  doesn't  ease  the  pressures  on  those 
auditors  and  the  Congress  or  somebody  else  to  go  ahead  and 
do  it#  whether  it  can  be  done  or  not.  So  they  are  looking 
for  some  certainty.  They  are  looking  for  some  ground  on 
which  they  can  act  in  a  reasonably  uniform  and  comprehensive 
way#  and  the  fact  that  that's  very  difficult  to  do  doesn't 
help  their  tampers  or  their  dispositions  any  better  than  it 
helps  those  of  the  people  that  they  have  to  deal  with#  and 
universities  are  not  notoriously  sympathetic  to  other 
people's  problems.  I  think  I  spent  enough  time  inside  to 
know  that.  They  are  even  not  very  sympathetic  to  each 
other's  problems#  as  between  the  faculty  and  the 
administration#  as  Jim  noted  earlier. 

But  I  think  ever'ybody  in  this  process  was  trying 
to  do  what  they  could.  I  think  the  fundamental  problem  lies 
in  the  A-21  approach.  I'm  not  sure  I  understood  what  Jim  was 
saying  yesterday  about  a  wrong  turn  in  the  road.  I  almost 
brought  down  a  young  faculty  member  of  the  business  school 
who  has  put  together  a  new  set  of  cases#  which  you  could#  if 
you  wanted  to#  give  the  loose  name  "You  show  me  the 
regulation#  and  I'll  show  you  how  to  beat  it#  "  in  terms  of 
how  this  thing  goes  back  and  forth  in  negotiation;  and  I'm 
afraid  that  any  system  that  depends  basically  on  costing 
what  somebody  else  does  is  going  to  be  subject  to  that  kind 
of  problem. 


I  must  confess  that  while  I  was  at  HEUJ#  1  spent  a 
lot  more  time  worrying  about  Medicaid  than  I  did  about  A-21# 
but  the  same  problem  of  costing  and  reimbursement  are  very 
clear  in  that  government  relationship. 

Let  me  for  a  minute#  then#  go  back  outside  A-21 
and  talk  about  some  things  that  I  think  could  reduce  the 
heat#  the  pressure#  the  concern  that  is  making  this  internal 
argument  difficult.  There  isn't  anything  I  can  do  about 
poverty — about  what  the  national  resource  allocation  is 
going  to  be.  There  are  some  things  you  may  be  able  to  do 
about  it#  but  I  suspect  not  very  much  at  this  point.  That's 
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one  of  the  things  Warren  Bennis  said  yesterday:  "Poverty 
doesn't  improve  character."  And  it  also  doesn't  improve 
rationality#  and  we  all  feel  the  pressure#  and  we  are  all 
trying  to  find  some  way  in  which  it  can  affect  us  a  little 
less  and  affect  somebody  else  more. 

As  long  as  we've  got  this  problem#  it  seems  to  me 
that  the  first  thing  that  ought  to  be  established  here  is 
something  that  I  think  everybody  involved  in  the  argument 
believes#  and  that  is  that  however  much  research  the  Federal 
Government  chooses  to  support#  it  is  very  clear  that 
university-based  research  is  the  cheapest#  h ighest-quality# 
and  has  the  best  by-product — that  is#  the  trained  manpower 
for  the  next  generation  of  research — and  that  we  haven't 
done  nearly  enough  talking  about  that  and  establishing  that 
fundamental  fact.  If  we  establish  that  fundamental  fact — 
and  I  think  there's  a  lot  that  Government  and  the 
institutions  could  do  to  establish  it — then  I  think  you 
could  ease  a  lot  of  Congressional  (it  seems  to  be  more 
Congressional  than  a  generalized  public)  concern  about 
this — that  if  you've  got  the  best  and  cheapest  product#  that 
what  goes  on  in  the  internal  pricing  is  of  somewhat  less 
consequence  to  the  Congress  in  its  oversight  of  how  the 
Government  spends  its  money.  Then#  if  we  look  more  toward 
outcomes  and  less  toward  process#  and  if  we  talk  more  about 
the  outcomes  and  less  about  the  process#  at  least  as  we 
discuss  these  matters  in  public#  then  we're  all  going  to 
have  less  trouble#  and  I  would  commend  that  to  you.  I  will 
come  back  to  some  specifics  on  that  subject  in  a  minute^ 

I  don't  think  it's  too  difficult  to  establish 
that.  I  think  the  last  time  there  was  an  effort  to  establish 
it#  we  made  a  mistake:  We  turned  it  over  to  the  accounting 
firms.  They  went  back  in  and  started  doing  a  detailed 
accounting#  and  really  the  outcomes  here  are  not 
fundamentally  accounting  and  auditing  outcomes#  and  we 
really  ought  to  look  at  it  in  a  larger  way  and  make  that 
case  and  talk  more  loudly  and  more  publicly  about  that  than 
we  do  about  our  internal  arguments  over  costing  formulas  in 
A-21#  and  I  think  that  the  assistance  in  obtaining 
credibility  for  this  can  come  from  the  Government  and  its 
agencies — that  NIH  can  play  a  major  role  here#  can  help  the 
universities  establish  that  this  is  an  agreement  between  the 
universities  and  the  Federal  Government.  And  if  there  are 
some  people  who  dispute  it  in  the  Defense  contracting 
business  or  in  some  of  the  nonprofit  institutes#  let  them 
try  to  make  their  case#  but  I  don't  think  they  can.  If 
you're  already  the  lowest  price#  then  you're  not  a  rip-off# 
automatically.  I  think  we  ought  to  keep  that  in  mind. 

There  is  a  second  thing  that  I  would  press  (and 
while  I  have  sympathy  with  everybody#  you  will  see  that  1 
have  criticisms  of  everybody#  too#  to  match).  I  do  think  the 
Federal  Government  is  in  part  responsible  for  its  own 
problems#  that  the  auditors  are  in  fact  responsible  for 
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their  own  problem.  Jim  touched  on  that  this  morning.  And  I 
used  to  have  these  arguments  with  the  Inspector  General  at 
HEW. 


The  way  we  report  auditing  and  accounting  in  the 
Federal  Government*  or  lend  ourselves  to  Congressional 
reports  of  this*  is  absolutely  scandalous.  These  huge  sums 
of  money*  whether  it‘'s  Jim's  $16  million  or  somebody  else's* 
we  want  auditors  to  raise  every  question  that  they  see. 
That's  what  auditors  are  for.  But  if  every  question  that 
they  raise  is  to  be  identified  and  translated  somehow  into 
fraud  or  rip-off  or  the  university  is  trying  to  do  something 
wrong*  then  the  discussion  we're  having  here  today  is  in 
great  trouble.  And  there  have  been  lots  of  reports  out  of 
the  Government  over  the  years  and  lots  of  those 
war-declaring  headlines  that  are  terribly  embarrassing  for 
institutions*  and  in  fact  are  just  plain  unfair*  don't 
relate  to  fact*  don't  relate  to  what  any  responsible  auditor 
or  accountant  would  do. 

^  A  lot  of  the  responsible  officials  don't  know 
enough  about  their  own  audit  processes  or  about  what  goes  on 
in  there  to  be  able  to  classify  that  which  is  truly  a 
potential  fraud  and  that  which  is  lack  of  documentation  for 
what  may  well  be  justifiable.  But  those  numbers  out  front 
are  horrendous.  If  we  never  had  any  numbers  in  this  business 
except  those  of  proven  fraud*  or  had  only  raised  questions 
about  things  that  people  really  did  wrong— and  people  do  do 
some  things  that  are  really  wrong — we  wouldn't  have  a  lot  of 
the  problem  we  have.  Those  are  not  the  numbers  that  come 
into  the  Congressional  debate*  and  I  think  the  Government 
can  reform  its  own  handling  of  these  numbers*  to  be  very 
careful  and  very  specific*  and  not  give  in  to  Congressional 
pressure  to  make  a  problem  seem  bigger  than  it  really  is* 
which  I'm  afraid  has  happened  in  the  past. 

I  think  it  would  also  help — and  now  I'm  addressing 
myself  to  the  university  investigator —  if  they  would  admit 
that  things  costed  indirectly  are  just  as  important  to 
research  and  cost  as  things  costed  directly*  and  that  it 
doesn't  solve  anything  to  try  to  separate  those  and  set  up 
an  internal  kind  of  conflict.  What  that  does*  I'm  afraid* 
and  I  think  we  have  some  evidence  that  it's  going  on*  is 
that  first  they  start  by  taking  it  out  on  their  own 
institutions*  and  as  Henry  Meadow  said  to  me  yesterday 
afternoon*  "Sick  chickens  don't  lay  very  many  eggs."  And  the 
institutions*  in  self-defense*  then  pass  it  onto  the 
Government*  and  we're  involved  in  one  of  these  public 
arguments*  which  makes  it  look  like  none  of  us  knows  what 
we're  doing.  I  suggest  that  that  isn't  a  very  productive 
discussion — that  what  we  get  into  then  is*  you  know*  blaming 
one  anther  and  making  it  appear  to  people  outside  the 
process  that*  in  fact*  somebody  is  doing  something  wrong  and 
we'll  get  to  the  bottom  of  this  no  matter  how  long  it  takes 
us*  and  that  ends  up  costing  everybody.  It  ends  up  costing 


T  121 


thfr  total  allocated  resource — allocation  to  research  funds* 
however  they  are  divided — as  well  as  imposing  ever  greater 
accountability  demands  and  requirements. 

I  now  have  to  plunge  into  A-21*  I  guess — reluctant 
as  I  am  to  do  so— to  say  that  ^it  leads  to  ever  more  pressure 
on  this  t ime-and-ef f ort  thing*  which  most  of  us  know  is  one 
of  two  kinds  of  nonsense:  rational*  carefully  thought  out 
nonsense*  or  just  plain*  made-up  nonsense.  It  is  nonetheless 
very  close  to  nonsense  no  matter  how  you  do  it*  and  we  all 
know  it.  The  very  process  of  research  tells  all  of  us  that* 
and  no  matter  how  we  may  try  to  figure  out  some  other  way  of 
saying  it*  I  at  least  will  never  be  convinced  that  it's 
anything  but  a  form  of  higher  nonsense. 

Since  I  don't  know  a  cost  system  that  really  works 
in  this  area*  I'm  suggesting  that  we  try  to  find  a  different 
way*  of  the  kinds  that  were  suggested  yesterday.  Nothing 
practical  is  going  to  be  done  about  the  new  version  of  A-21 
until  we  get  a  little  more  experience.  I  think  that's  coming 
out.  Maybe  some  of  Leon's  experiments  can  be  tried  while 
we're  working  through  that*  but  that's  what  we  are  going  to 
have  for  a  while*  and  we  can  talk  a  little  bit  about  that. 
But  I  really  think  we  should  be  thinking  at  the  same  time 
about  whether  that  was  a  wrong  fork  in  the  road*  and  whether 
some  form  of  grant-in-aid— some  other  approach  to  this  that 
doesn't  get  into  a  costing  thing  (which  is  always  going  to 
be  subject  to  criticism  by  anybody  looking  at  it)  shouldn't 
be  tried.  Because  no  matter  how  we  refine  it  and  how  we  play 
with  it*  it's  always  going  to  be  a  little  bit  that  way*  and 
since  university  research  is*  I  think*  the  cheapest  and 
best*  you  can  negotiate  some  fixed  cost — though  I  wouldn't 
venture  to  say  how  much  attention  you  have  to  pay  to  history 
in  justifying  those  costs*  in  arriving  at  that  kind  of 
formula. 


But  I'd  like  to  get  back  to  the  time  spans 
involved  here*  particularly  in  an  inflationary  period.  They 
are  such  that  we've  either  got  a  constant  audit  process  and 
a  constant  rolling  readjustment  process*  or  you've  got 
somebody  taking  a  beating  because  of  the  rate  of  inflation. 
Ue  need  to  arrive  at  some  up-front  fixed  costs.  And  we  ought 
to  be  careful  about  what  we  do  about  some  kinds  of  indexing* 
or  some  side  relationships  that  result  in  cost  changes  over 
the  time  period.  Are  we  arguing  over  events  of  five  or  six 
years  ago  or  just  trying  to  settle  a  simple  change  in  audit 
procedures? 

I  remember  one  time  at  Harvard  I  volunteered  to 
save  the  Federal  Government  some  money*  in  effect  saying*  “I 
don't  think  we  costed  this  right  and  we  ought  to  change  the 
rate  in  this  respect"*  and  when  they  recovered  from  their 
astonishment*  which  took  them  about  30  seconds*  they  said* 
"Yes*  and  for  the  last  six  years*  right?" 
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(Laughter.  > 

MR.  CHAMPION:  I  didn't  learn  in  the  Army  not  to 
volunteer!  I  learned  it  in  the  universities  in  dealing  with 
the  Government.  And  that's  another  one  of  those  things  we 
can  get  out  of  if  we're  not  on  the  direct  reimbursement 
basisi  with  all  of  those  problems. 

There  are  some  other  possible  things  to  look  at  to 
ease  the  relationship!  most  of  which  have  been  discussed  and 
of  which  the  people  in  this  room!  who  have  spent  the  most 
time  on  it!  are  aware.  But  let  me  just  mention  them  to  get 
them  back  into  the  conversation. 

One  is* — I  think  there's  merit  in  the  notion!  after 
what's  happened!  of  the  use  of  nonad ver sar ia 1  auditors  by 
the  universities.  Private  universities  already  have  auditors 
who  come  in  and  do  the  thing.  They've  got  their  acceptable 
accounting  practices  and  certification!  and  they  can  deal 
with  this  fraud  problem  and  they  can  deal  with  a  number  of 
others!  and  since  they  have  to  go  through  the  books  every 
year  anyway!  fine.  Now!  it's  a  different  problem  for  some 
public  institutions!  but  I  think  it's  one  in  which  you  could 
arrive  at  some  reasonable  procedure.  If  you  could  combine  it 
with  monitoring  workload  or  some  kind  of  sampling  process! 
which  again  they  could  certify!  I  think  we  could  get  out  of 
a  lot  of  the  most  difficult  burden  on  faculty  • 

t ime-and-ef f or t  reporting — -and!  as  a  matter  of  fact! 
t ime-and-ef f or t  reporting  involving  other  things!  like  how 
you  handle  space!  and  how  you  handle  all  the  things  that 
don't  subdivide  very  easily  or  very  readily. 

I  would  like  to  suggest — simply  because  I  would 
like  to  suggest  it!  not  because  I  have  any  hope — that 
another  place  where  everybody  went  down  the  wrong  road  (and 
if  we  could  ever  just  forget  about  it!  just  drop  it  in  the 
ocean  when  nobody  was  looking)  is  the  whole  set  of 
cost-sharing  arguments.  They  complicate  everything/  they 
make  no  sense/  they  are  a  ridiculous  collection  of  ploy  and 
counterploy!  and  they  f urth er " comp  1 i cate  an  already 
impossible  set  of  costing  problems. 

I  think  I  would  close  simply  by  saying —  and  I  am 
going  to  leave  it  to  a  lot  of  people  to  think  about  these 
solutions —  that  I  do  think  NIH  is  a  very  promising  place/ 
as  against  some  of  the  places  where  some  of  these 
discussions  have  taken  place  in  the  past/  to  try  to  get  all 
of  the  players  into  it  and  to  try  to  consider  these  other 
things  outside  A-21 — to  try  to  get  some  agreement  about 
them/  and  before  the  next  A-21  crisis  comes  up/  to  really  be 
in  the  process  of  developing  something  on  which  everyone 
doesn't  feel  defensive  and  uncertain/  because  fundamentally 
what  goes  on  inside  A-21  is  by  its  very  nature  going  to 
create  defensiveness  because  everybody  has  to  be  a  little 
bit  wrong  and  uncertain  because  nobody  really  knows.  Thank 
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you. 


DR.  FREDRICKSON;  Thank  you  very  much,  Hale.  Bill 
Carey  has  been  around  Washington  a  long  time,  writing, 
speaking  about  some  of  these  problems,  and  we  are  glad  to 
offer  him  a  chance  at  the  podium. 

MR.  CAREY:  Well,  I  won't  keep  you  long.  I  think 
you've  been  hearing  a  lot  of  speeches,  and  they're  all  good, 
and  I'll  be  very  brief.  I  must  say  that  as  I  came  in  this 
morning,  I  noticed  that  in  this  very  elegant  and  almost  too 
technological  room,  there  were  two  signs.  0ns  said  "No 
Smoking" — several  signs — and  the  other  said  not  to  bring 
coffee  into  the  room.  I've  been  intimidated,  and  I  haven't 
lit  my  pipe,  but  I  counted  ten  coffee  cups,  and  I  think  life 
is  very  unfair. 

(Laughter.  ) 

MR.  CAREY;  If  you  come  down  to  AAAS,  I'll  let  you 
smoke  and  bring  in  your  coffee.  Well,  I  think  there  is  a 
malaise  in  the  Government/un i ver s i ty  relationship.  I've 
listened  to — I  must  say,  I  was  delighted  to  hear—Jim  Kelly 
this  morning.  Jim  and  I  used  to  barter  and  bargain  and 
battle  over  the  HEW  budgets,  legislative  programs — back  when 
life  seemed  simpler,  at  least  from  this  distance — and  I 
think  Jim  hasn't  lost  a  step,  and  I'm  delighted — not  that  I 
necessarily  agree  any  more  with  him  now  than  I  did  then,  but 
he's  a  great  fellow. 

But  I  do  think  that  there  is  a  malaise  in  the 
Government/university  research  relationship,  and  I  don't 
think  it  has  anything  really  to  do  with  any  broad 
disillusionment  with  the  usefulness  of  science.  I  think  that 
is  very  important  to  nail  down.  I  can  certainly  detect  no 
attitudes  in  or  out  of  Government  that  indicate  a  change  of 
mind  about  the  values  of  science  or  research.  I  think  as  far 
as  the  general  public  interest  in  science  is  concerned,  it's 
high,  and  it's  growing,  and  I  can  prove  it  if  pressed. 

So  the  problem  has  to  lie  somewhere  else,  and  of 
course  it  does.  I  think  that  when  Government  bears  down  on 
the  universities,  the  research  universities,  it's  doing  this 
because  it's  a  reflection  of  the  heat  that's  being  generated 
broadly — not  against  science,  not  against  research,  and  not 
against  universities,  but  dissatisfactions  generally  with 
the  government's  performance  by  the  demands  for  disclosure 
and  cost  accountability,  the  sacred  word,  resistence  to  high 
taxes  and  the  cost  of  Government;  and  when  you  come  to  a 
system  of  supporting  research  which  is  tied  to  what  is 
called  a  "granting  mechanism,"  that  system  becomes  somewhat 
victimized  by  this  general  public  psychology,  because  a 
grant  sounds  very  much  like  it's  a  gift,  a  contribution,  a 
subsidy,  a  giveaway  when  times  are  tight;  and  everybody  is 
heard,  and  although  Government  knows  better,  it  tends  to 


T  124 


reflect  this  heat  off  itselfi  away  from  itself  and  onto  the 
research  universities/  by  inventing  a  defense  mechanism  and 
the  systems  we  We  been  talking  about  here.  I  think  these  are 
some  of  the  realities. 

I  don't  think  it's  hard  to  see  where  the 
universities  find  themselves  in  this  kind  of  environment. 
They  are  hostages  to  what  was  originally  meant  to  be  a 
partnership/  but  which  has  tilted  more  and  more  toward 
becoming  an  administered  relationship;  and  I  think  the 
universities  are  going  to  remain  hostages  for  some  time/ 
because  I  think  they've  made  the  mistake  over  the  years  of 
giving  up  most  of  their  negotiating  authority/  and  so 
government  holds  most  of  the  cards. 

Now/  I  think  we  have  to  hope  that  on  the 
Government  side  thoughtful  people  will  come  to  realize/  and 
I  think  they're  coming  to  realize — that  the  administered 
relationship  has  by  now  captured  most  of  the  benefits  that 
were  there  for  it  to  capture/  and  that  from  now  on  it's 
going  to  be  accumulating  some  costs.  I  think  this 
realization  will  come  slowly.  The  tendency  will  be  to 
struggle  for  yet  another  increment  of  administrative 
benefit/  even  though  each  added  increment  comes  at  a  higher 
price. 


Once  an  administered  relationship  gets  off  and 
running/  it  builds  an  energy  and  a  momentum  of  its  own/  and 
I  think  one  can  say  that  administration  was  an  endless 
frontier  before  science  got  there.  I  can  say  those  things  as 
an  administrator  who/  like  Jim  and  Hale  and  others  here/  are 
entitled  to  wear  a  black  belt.  I  know  very  well  what  it's 
like  to  be  on  the  administrative  side.  I  was  in  the  Budget 
Bureau/  after  all/  for  26  years.  It's  the  feeling —  It's 
very  interesting:  You  have  a  sense  that  you're  in  an 
embassy/  and  outside  the  pressure  groups  and  the  clientele 
are  all  howling  for  justice  and  asking  to  be  fed/  and 
there's  only  so  much  food  and  there's  only  so  much/ 
apparently/  justice/  and  your  problem  is  to  mete  it  out/  and 
one  finds  it  very  difficult/  indeed/  to  manage  resources  and 
to  do  it  in  systems  that  have  some  equity  and  fairness  and 
mutual  respect. 

In  Government/  I  think  there  has  always  been  a 
tension  between  administration  and  program  substance.  I 
suspect  strongly  that  that  same  tension  exists/  if  not  more 
SO/  in  the  universities.  The  contradiction  is  there.  The 
knowledge  process  is  open-ended/  and  administration  is 
uncomfortable  with  what  is  open-ended.  That  contradiction/  I 
think/  is  the  source  of  much  of  the  trouble  that's  been 
recited  here  ( — apparently;  I  wasn't  here  yesterday). 

I  think  administrators  properly  seek  the 
improvement/  the  perf ectab i 1 i ty  of  their  system.  If  they 
have  any  pride/  they  do.  Scientists  seek  excellence  and 
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scientific  freedom,  and  the  two  sides  approach  the  terms  of 
the  government-cum-university  relationship  from  somewhat 
different  starting  points  and  expectations.  I  think  I  can 
say  that  Government  invests  in  science  and  research  to 
produce  a  value — a  value,  by  the  way.  whose  properties  are 
very  hard  to  measure  and  very  hard  to  store  as  a  realized 
asset,  and  so  Government  resorts  to  surrogate  systems 
designed  to  protect  its  investment  while  it  justifies  that 
investment.  It  is  very  hard  to  do  otherwise. 

The  universities,  as  I  see  it.  pursue  science  as  a 
discovery  process  and  as  a  component  of  education,  and  they 
idealize  the  state  as  an  enabling  agent;  and  I  think,  if  the 
truth  is  told,  for  a  brief  time  in  our  post-war  history,  the 
state  itself  had  that  view  of  its  function.  It  didn't  last. 

So  I  think  we  are  left  with  two  views  of  the  same 
world,  and  the  problem  is  to  reconcile  them  within  an 
imperfect  working  arrangement.  I  have  a  hunch  that  it  is 
this  perspective  that  has  become  lost  in  the  controversy.  I 
happen  to  think,  as  one  who  had  a  hand  in  the  post-war 
architecture  of  the  relationship,  that  Government  has 
overstepped  its  role  and  that  the  quality  of  the 
relationship  has  been  decaying,  but  I  also  believe  the 
Government  has  a  right  to  be  sure  that  the  scientific 
research  that  it  sponsors  in  universities  is  performed 
conscientiously  and  with  best  efforts.  It  ought  to  be  able 
to  make  that  finding.  But  I  believe  that  the  proper 
mechanism  for  making  it  is  the  research  audit,  if  you  will, 
and  not  administrative  proxies  that  don't  reach  those 
findings. 


The  question  of  whether  money  has  been  used  as 
intended  is  also  legitimate,  but  the  problem  to  me  is  that 
this  seems  to  be  the  whole  question  rather  than  incidental 
to  the  more  important  and  the  more  significant  question;  How 
good  is  the  science? 

The  burden.  I  think,  rests  on  the  universities  to 
show,  to  demonstrate  that  administrative  zeal  is  imposing 
barriers  to  excellent  research.  Now.  until  I  came  in  here.  I 
had  been  believing  intuitively  that  over  the  past  decade, 
the  combined  effects  of  inflation  and  especially  red  tape 
regulation,  had  reduced  the  productivity  of  university 
researchers  by  about  a  third — just  a  kind  of  intuitive  hunch 
on  my  part — and  I've  been  a  little  shaken  in  that 
conviction,  because  I  was  reading  in  the  material  that  Don's 
people  sent  to  me  before  I  came  here  what  Marty  Meyerson  had 
been  saying,  and  Marty  told  you  that  out  of  his  total 
university  budget  of  ^400  million,  something  like  ^4  million 
goes  toward  meeting  Federal  paperwork  requirements.  Now. 
that's  a  lot  of  money,  but  are  you  persuaded  that  life  is 
intolerable  when  one  percent  of  the  university  budget  is  the 
sum  of  the  burden?  A  data  point  like  that  sticks  in  my  mind. 
For  myself.  I  would  be  much  more  interested  in  seeing 
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indicators  of  the  displacement  of  inte 1 1 ec t ua 1 i 
e xper imental >  and  teaching  effort  because  of  Federal  paper 
work  and  procedural  routines.  I  think  we've  got  to  start 
asking  a  different  question. 

Now*  as  one  very  modest  and  back-bench  member  of 
the  National  Commission  on  Research^  I  must  say  that  I  felt 
very  strongly  the  absense  of  documented  analysis  of  the 
accountability  burden.  You  will  be  hearing  from  Neal  and 
Linda  shortly^  but  we  just  couldn't  find  that  information, 
and  so  we  did  what  we  could  without  it.  As  1  look  back  over 
a  two-year  exerience  that  is  coming  to  an  end  now  on  that 
Commission,  I  think  perhaps  the  best  thing  we  did  was  to 
talk  very  openly,  very  widely,  and  with  our  shoes  off  with 
Government  administrators,  and  we  found  them,  I  think  I  can 
say,  invariably  sensitive  to  the  issues  that  were  on  the 
table  and  very  much  troubled  by  it,  and  they  pressed  us  very 
hard  for  specifics  and  for  evidence,  and  we  had  a  very  hard 
time  giving  it  to  them;  and  I  think  that  this  wonderful 
reasonableness  on  the  part  of  Government  administrators  has 
its  consolations,  but  it's  not  likely  to  change  a  paragraph 
in  A-21.  Nothing  is  going  to  change  the  rules  until  we  can 
document  the  costs  to  science,  the  excellence  of  science, 
the  productivity  o-f  science,  of  an  overadministered 
partnership  in  terms  of  reduced  productivity  and  arrested 
incentive;  and  when  we  can  do  that,  I  think  we  can  turn 
things  around.  Thank  you  very  much. 

DR.  FREDRICKSON:  Thank  you.  Bill.  Is  there 
discussion  from  the  table  or  comment  on  any  of  the 
perspectives  that  have  been  provided?  If  not,  I  can  offer 
you  another  perspective  that  hasn't  yet  been  heard  from.  I 
am  reminded  that  we've  heard  from  every  aspect  of  the 
university  except  a  flesh  and  blood  comptroller,  and  there 
is  one  here  from  Duke  University  who  would  like  to  speak 
very  briefly  from  the  vantage  point  of  his  unprotected 
position.  Mr.  Pei/ton  Fuller,  would  you  like  to  say  a  few 
words? 


MR.  FULLER;  Yes,  thank  you.  Most  of  the  discussion 
yesterday  centered  on  the  t ime-and-ef f or t  reporting  of 
faculty.  That's  not  a  subject  I  want  to  speak  about.  I  think 
there  are  a  few  other  aspects  of  A-21  that  also  deserve 
attent i on. 


I  might  say  that  I  do  agree  with  Mr.  Kelly  that 
the  possibility  of  the  monitored  workload  does  appear  to  me 
to  offer  considerable  opportunity  for  improvement  in  this 
area,  if  both  the  universities  and  the  auditors  will  allow 
it  to  be  tried  and  to  work.  I  am  disappointed  that  more 
universities  are  not  opting  for  that.  At  Duke  we're  going  to 
give  it  a  try,  and  we're  going  to  make  our  sincere  best 
efforts  to  make  it  work.  To  make  it  work,  however,  is  going 
to  require  two  things;  It's  going  to  need  the  cooperation  of 
the  faculty  and  the  administration  on  the  one  hand,  and  it's 
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also  going  to  need  the  understanding  and  sympathy  of  Federal 
auditors.  If  Federal  auditors  approach  the  monitored 
workload  routine  with  the  expectation  that  it's  going  to 
provide  absolute  precision  and  finite  allocation  of  time/ 
they're  obviously  going  to  be  disappointed.  It  will  not  do 
that.  I  think  it  can  and  should  provide  a  reasonable 
apportionment/  a  fair  apportionment/  but  it's  not  going  to 
provide  absolute  precision;  and  I'm  afraid  many  universities 
are  reluctant  to  go  to  it  out  of  the  fear  that  the  auditor's 
expectation  of  it  are  going  to  be  beyond  their  abilities  to 
achieve.  We're  going  to  give  it  our  best  effort/  because  I 
would  agree/  as  I  said/  with  Mr.  Kelly;  I  think  it  does  have 
the  potential  of  alleviating  some  of  the  frustration  that 
our  faculty  members  have  experienced  in  the  past.  I  hope  it 
will  work. 


I  would  like  to/  however/  make  a  few  remarks  about 
several  implications  that  were  raised  during  the  discussions 
yesterday —  that  the  new  Circular  A~21  will  not  reduce 
overhead  recoveries  of  many/  if  any/  universities/  and  that 
in  some  cases  the  actual  overhead  recovery  may  even  be 
greater  than  in  the  past.  I'm  afraid  that  assumption  is 
overly  optimistic.  Our  analysis/  and  that  of  many  other 
similar  universities/  indicates  that  it's  almost  a 
mathematical  certainty  that  any  institution  which  now  has  an 
overhead  rate  that  realistically  reflects  its  overhead 
expenses  will  be  penalized  bt^  the  new  A-21.  The  only 
remaining  question  iS/  How  much  will  that  penalty  be? 

The  primary  reason  for  this  really  has  nothing  to 
do  with  effort  reports  or  monitored  workloads/  but  rather 
with  the  basic  allocation  philosophies  that  are  espoused  in 
the  new  A-21  when  compared  with  its  predecessor  documents. 
The  previous  A-21  generally  discussed  cost-allocation 
techniques  for  the  various  indirect  cost  pools  in  very 
general  terms/  and  allowed  individual  institutions 
considerable  latitude  in  developing  specific  allocation 
techniques  that  they  believed  would  fairly  and  equitably 
allocate  these  costs  among  the  functional  activities  of 
their  institution.  So  long  as  these  various  allocation 
techniques  were  used  consistently  and  uniformly/  the 
Government  auditors  seldom  challenged  them/  and  when  they 
did/  the  burden  of  proof  was  on  the  auditor  to  demonstrate 
that  such  allocation  techniques  were  not  fair  or  reasonable. 

In  this  connection/  it  should  be  noted  that 
cost-allocation  techniques  are  not  a  precise  science.  They 
are  far  more  of  an  art  form.  There  is  a  very  wide  gray  area 
into  which  many  cost-allocation  technique  can  fall.  None  of 
them  can  accurately  be  described  as  either  right  or  wrong. 
One  must  make  value  judgments  as  to  their  relative  value  and 
must  balance  off  the  worth  of  an  apparent  increase  in 
precision  against  the  cost  of  accumulating  the  various 
statistics  that  are  needed  to  implement  the  allocation 
technique. 
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For  some  reason*  the  writers  of  the  new  A-21 
decided  that  there  was  something  inherently  wrong  with  this 
flexibility  and  diversity  that  resulted  from  the  previous 
A-21.  There  now  appears  to  be  some  inherent  virtue  in 
uniformity  and  standardization.  To  achieve  this  uniformity* 
the  new  A-21  describes  very  specific  and  precise  allocation 
techniques  for  almost  every  cost  pool. 

Now*  it  may  be  coincidence*  but  we  find  it 
interesting  that  in  almost  every  case  these  new  allocation 
techniques  that  are  prescribed  will  probably  result  in 
reduced  allocations  to  the  research  function  over  what  would 
have  previously  been  used  in  many  cases.  To  compound  this 
problem*  the  new  A-21 ^s  only  acknowledgement  of  the  possible 
propriety  of  other  allocation  techniques  is  to  indicate  that 
such  techniques  may  be  used  if  the  institution  can  prove 
that  the  proposed  alternative  is  more  equitable.  The  burden 
of  proof  has  been  shifted  from  the  auditor  to  the 
institution.  The  institution  is  not  assumed  to  be  innocent 
until  proven  guilty*  but  rather  presumed  to  be  guilty  until 
proven  innocent. 

Furthermore*  we  would  guess  that  for  an 
alternative  allocation  technique  to  be  considered 
acceptable*  the  proof  will  have  to  be  an  indication  that  the 
alternate  allocation  results  in  even  less  overhead  being 
charged  to  the  assigned  research  function.  We  don't 
believe — nor  do  many*  if  any*  other  universities — that  we 
have  to  wait  for  an  audit  to  substantiate  this  assumption. 

In  our  opinion*  the  handwriting  on  the  wall  is  very  clear* 
and  it  carries  the  title  "Circular  A-21. " 

Another  statement  made  several  times  during 
yesterday's  discussion  also  deserves  a  few  comments.  That  is 
the  statement  that  it's  the  specific  objective  of  the 
Government  to  pay  its  full  fair  share  of  both  the  direct  and 
indirect  costs  associated  with  research  and  training 
activities  which  it  sponsors.  I  am  sure  that  every 
university  would  agree  with  that  objective.  Unfortunately* 
the  trouble  is  that  while  this  may  be  the  Government's 
objective*  it  is  all  too  often  not  the  practice  of  many 
Governmental  agencies.  For  example*  no  Government  program* 
other  than  Medicare*  will  allow  interest  expense  incurred  by 
an  institution  in  debt-financed  acquisition  of  capital 
equipment  to  be  treated  as  an  allowable  expense*  no  matter 
how  essential  the  acquisition  of  that  capital  asset  was  to 
the  sponsored  research  or  training  activity.  Similarly*  if 
the  institution  had  funds  of  its  own  that  it  could  use  to 
finance  such  capital  acquisition*  no  recognition  is  given  to 
the  loss  of  investment  income  potential  suffered  when  it 
uses  its  own  funds  for  such  an  acquisition.  Since  a 
nonprofit  institution  cannot  make  a  profit*  it  should  at 
least  be  provided  a  return  on  its  invested  equity*,  or  if 
even  that  is  totally  unacceptable*  consideration  should  be 
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given  to  allowing  the  annual  depreciation  or  use— a  1 1 owanc e 
to  be  adjusted  upward  to  recognize  the  replacement  cost 
value  of  an  asset  rather  than  its  original  acquisition  cost. 

Another  conspicuous  example  is  the  arbitrary 
limitation  on  overhead  on  training  grants  to  8  percents 
regardless  of  what  the  actual  rate  is  calculated  to  bei  even 
when  you  do  it  precisely  as  prescribed  by  A— 21. 

Finally;  there  is  the  very  serious  problem  of 
inconsistency  among  Governmental  agencies.  I  would  admit/  to 
give  credit  where  credit  it  due/  that  HEW  probably  comes 
closer  to  approaching  fairness  in  its  treatment  of  overhead 
recoveries  than  does  any  other  agency  within  the  Gx)vernment. 
But  what  is  unfortunate  is  that  other  agencies  steadfastly 
refuse  to  follow  HEW's  lead/  and  there  appears  to  be  little 
ability  on  the  part  of  the  Government  to  achieve 
standardization/  even  within  its  own  confines. 

What  we  wish  is  that  more  attention  could  be  given 
to  these  types  of  problems  and  that  a  truly  bilateral 
dialogue  could  be  developed/  with  the  Government  and  the 
educational  institutions  working  as  equally  interested 
parties  and  not  as  adversaries  or  antagonists  towards  the 
mutually  beneficial  solution  of  such  problems.  Thank  you. 

DR.  FREDRICKSON:  Thank  you,  Mr.  Fuller.  Dr. 

Eisenberg? 

DR.  EISENBERG:  One  of  the  things  that  this 
morning's  discussion/  I  think/  made  even  more  evident  than 
was  apparent  yesterday  is  that  we — from  the  university  side/ 
and  I  hope  I  can  use  "we"  to  speak  of  administration  as  well 
as  faculty/  but  we  have  to  work  that  out — need  to  have  some 
way  to  engage  the  auditor  function  and  the  philosophy  behind 
it  before  the  $16  million  disallowment  appears  in  the  Long 
Island  News. 

We  have  to  somehow  get  into  the  public  debate  and 
the  debate  with  Congress — and  that's  where  I'm  not  quite 
sure  how  to  engage  it — the  notion  that  auditing  principles 
lead  to  eternal  truths  no  more  frequently  than  scientific 
research  does. 

(Laughter.  ) 

And  in  fact/  what  we  need  to  bring  to  the 
attention  of  the  public  is  that  some  years  ago  somebody 
either  made  up  or  reported  a  conversation  between  three 
major  league  umpires  which  I  can  carry  back  to  the  example 
that  was  used  yesterday.  It  is  alleged  that  Madgerkirf/ 

Clem#  and  MacGruder  were  discussing  the  principles  of 
umpiring/  and  the  first  one  said/  "I  calls,  them  as  I  sees 
them."  And  the  second  sneered  at  him  and  said/  "I  calls  them 
as  they  are."  And  the  third  looked  at  the  other  two  with 
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contempt  and  said«  "They  ain't  noth’-''<  until  I  calls  them." 

(Laughter. ) 

I  tuould  commend  to  your  attention  the  fact  that 
aside  from  fraud#  gross  fraud#  in  auditing#  "They  ain't 
nothin'"  until  somebody  decides  the  rules  by  uhich  they're 
to  be  called#  balls  or  strikes#  and  that  until  ue  engage 
that  kind  of  dispute#  we  go  on  fighting  from  the  position 
that  somebody  says  we  cheated#  when  in  fact  it  wasn't 
cheating  at  all#  but  a  different  method  of  deciding  what  the 
strike  zone  is. 

DR.  FREDRICKSON;  Sartre  is  dead#  but  Eisenberg 
lives  on.  I  think  it's  time  we  turn  now  to  an  opportunity  to 
hear  a  report  on  the  National  Commission  on  Research.  Dr. 
Pings  and  Dr.  Uilson#  you've  got  about  half  an  hour.  I  don't 
know  how  you  want  to  divide  it#  but  we'll  leave  that 
decision  to  you. 

DR.  PINGS:  We  think  we've  worked  that  out. 

DR.  FREDRICKSON:  All  right.  Dr.  Cornelius  Pings? 

DR.  PINGS:  I  am  going  to  share  this  half  hour  with 
you  in  reporting  on  the  National  Commission  on  Research  with 
Dr.  Linda  Wilson#  who  has  been  a  most  valued  member  of  that 
endeavor#  as  well  as  has  been  Bill  Carey#  who  spoke  to  you 
earlier.  That  great  American  philosopher  Casey  Stengal  has 
been  quoted  once  already  this  morning#  and  as  I  look  at  the 
large  and  diverse  audience  that  this  subject  has  attracted# 

I  was  reminded  of  one  of  his  other  bits  of  wisdom.  Referring 
to  some  ongoing  gathering#  he  said#  "Nobody  goes  there 
anymore  because  it's  too  crowded."  So  I  was  glad  to  see  this 
was  crowded  this  morning. 

I  have  been  making  appearances  in  several  places 
in  this  community  and  elsewhere  around  the  country# 
describing  the  activities  and#  as  they've  emerged#  some  of 
the  conclusions  and  findings  of  the  National  Commission  on 
Research#  and  I  usually  have  to  start#  of  course#  by  laying 
down  some  background  rationale  and  the  premises.  I  think#  in 
view  of  your  activities  yesterday  and  the  speakers  who  have 
preceded  me  to  the  podium  this  morning#  I  can  take  as  given 
for  this  audience  the  problem.  There  is  a  basically  very 
sound  and  very  important  relationship  between  the  Federal 
Government#  representing  the  society  as  a  provider  of  funds 
to  carry  out  research  in  the  national  interest#  and  the 
universities#  which  have  an  immensely  important  role  in 
carrying  out  that  research#  particularly  in  the  basic  area. 

But  there  has  been  a  concern#  manifested  by 
indicators  expressed  here  today  and  yesterday#  that 
something  is  wrong  with  that  relationship.  Not  only  is  it 
bad#  it's  getting  worse.  Incidentally#  our  Commission  is  not 
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an  advocacy  group  for  enhanced  funding;  rather*  we  are 
taking  the  position  that  those  funding  levels  are 
established  annually*  or  in  whatever  cycle*  by  a  political 
process*  and  whatever  the  outcome  of  that  process*  the  issue 
of  whether  too  much  of  a  limited  resource  is  going  into 
administration  is  becoming  increasingly  acrimonious. 

I  was  not  in  on  the  founding  of  the  National 
Commission  on  Research.  It  was  brought  into  being  by  a  group 
of  six  scientific  and  educational  associations*  and  that 
discussion  started  essentially  two  years  ago*  approximately. 
The  associations  involved  were  the  AAU*  the  ACE*  the 
National  Academy  of  Sciences*  the  Land  Grant  Association* 
the  Social  Science  Research  Council*  and  the  American 
Council  of  Learned  Societies. 

Although  that  is  the  parentage*  the  Commission* 
once  established*  has  been  independent.  Ue  don'^t  report 
back*  and  we're  not  reporting  back  to  those  founding 
assoc iat i ons.  We're  reporting  to  the  broad 
constituencies — to  anybody  that  will  listen  to  us. 

We've  had  to  have  funding*  and  that  has  come  from 
a  half-dozen  private  foundations  and  from*  in  small  amounts* 
three  Government  agencies:  The  National  Science  Foundation* 
the  Department  of  Energy*  and  the  Department  of  Defense. 

I  will  omit  some  of  the  details  about  the 
Commission's  membership  and  background  because  I  see  that 
you  have  a  copy  of  our  first  report  in  your  booklet*  under 
Tab  H*  and  that  lists  the  roster  of  the  contributing  members 
and  gives  an  historical  sketch.  I  do  want  to  say  about  the 
membership*  however*  that  it's  drawn  significantly  from  the 
university  community.  Eight  of  the  13  members  are  practicing 
scientists  or  scholars  and/or  administrators.  There  are 
three  from  what  I  would  generally  call  the  public  sector* 
including  Charles  Mosier*  former  Congressman  from  Ohio*  and 
there  are  two  representatives  from  industry.  I  have  fallen 
into  the  trap  of  using  the  word  "representative."  We  really* 
none  of  us*  are  representatives.  We  are  there  as 
individuals*  hopefully  representing  backgrounds  that  are 
diverse  and*  we  hope*  have  the  experience  to  get  the  problem 
at  least  defined. 

We  thought  at  one  time  that  we  may  not  be  able  to 
go  much  further  than  that  definition.  As  Bill  Carey 
indicated*  it  has  been  immensely  hard  to  gather  hard 
evidence*  but  we  went  about  it  the  best  we  could.  We 
appointed  a  small  staff  and  opened  an  office  here  in 
Washington*  and  the  Commission  has  met  once  a  month  in  full 
meeting*  usually  here  in  Washington*  but  not  always.  We  have 
tried  to  work  in  a  highly  interactive  mode*  particularly  in 
terms  of  consultation  with  Government  officials  that  are 
involved.  We  not  only  have  called  them  as  witnesses  before 
our  Commission  and  solicited  their  help  in  obtaining  all 
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documentation  and  the  results  of  previous  studies/  but  we 
have  gone  repeatedly  to  individual  members  of  the  Commission 
and  subgroups  to  solicit  their  viewpoint  and  their  help  and 
assistance. 

The  Commission/  as  I  described  the  membership  to 
you/  doesn't  have  active  members  from  the  Government 
sector — in  view  of  which  we  did  designate  a  liaison  group 
fj'om  all  of  the  major  program  and  regulatory  agencies/  and 
we've  had  particular  help  from  Bill  Raub  in  that  regard.  And 
I  must  say  that  the  most  pleasant  surprise  to  me/  as  an 
outsider  to  this  community/  was  the  open-arm  welcome  that  we 
received  from  all  sectors  of  the  government  as  we  went 
around  to  try  to  establish  the  nature  of  the  problem  and 
seek  some  solutions.  Basically/  our  reception  was/  "Uhere 
have  you  been?  It's  long  overdue"  and  "It's  our  problem  in  a 
comprehensive  sense."  Perhaps  that's  the  most  optimistic 
thing  I  can  report  to  you. 

We  have  organized  ourselves  into  five  subject 
areas/  appointed  subcommittees  to  prepare  initial  drafts  for 
Commission  consideration/  and  will  issue  reports  in  those 
five  areas.  There  will  be  two  more  forthcoming  within  two 
weeks.  The  next  one  will  be  on  alternative  funding 
mechanisms.  A  third  will  be  on  quality  assurance  and  review 
processes/  including  the  peer  review  process;  and  the  last 
two  reports/  which  we  anticipate  we  will  publish  in  the 
third  week  in  July/  will  be  on  research  personnel  and 
university /industry /Government  relations. 

Incidentally/  the  Commission  will  go  out  of 
business  on  the  30th  of  June  of  this  year/  and  that  is 
definite.  From  what  I  can  see  now/  we  will  finish  our  tasks 
on  time  and  within  budget.  That's  partly  because  we've 
defined  it  that  way. 

I  described  to  you  our  interaction  with 
individuals  and  groups  in  Washington.  We  also  moved 
ourselves  to  get  out  of  this  community  and  into  the  field. 

We  took  the  entire  Commission  for  full  meetings  on  the 
Madison  campus/  the  Cal  Tech  campus/  the  Stanford  campus/ 
and  also  held  full  meeting  at  the  time  of  the  AAAS  meeting 
in  San  Francisco  last  January.  In  all  those  instances/  we 
called  designated  witnesses  who  we  knew  to  be  experts;  but 
in  addition/  in  all  events/  we  had  given  prior  notice  that 
we  were  meeting  at  open  sessions  and  let  all  that  were 
concerned/  principal  investigators/  administrators/  and 
whoever  wanted  to  to  talk  to  us.  Additionally/  we've  held 
subcommittee  meetings  at  the  University  of  Alabama  in 
Birmingham/  and  in  Salt  Lake  City  with  the  Intermountain 
Research  Universities. 

I  described  the  process  because/  repeating  again 
Bill  Carey's  observations/  hard  evidence  has  been  hard  to 
develop.  We  have  had  to  gain  as  much  information  as  we  could 
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be  listening  to  people.  We  reached  the  conclusion  finally 
that  to  make  an  absolutely  definitive  case  on  any  of  these 
points  ujould  take  very  long^  and  that  perhaps  90  percent  of 
the  wisdom  that  we  could  generate  might  be  at  hand  based  on 
what  we  knew#  what  we  heard^  and  what  we  gathered;  so  with 
some  trepidation,  we've  plunged  ahead  to  put  out  reports 
which  describe,  we  hope,  the  situation,  and  we  probably  do 
that  better  than  we  do  provide  solutions. 

I  am  going  to  leave  to  Dr.  Wilson  to  go  through 
some  of  our  recommendations,  with  particular  emphasis  on  our 
accountability  report,  which  you  already  have.  I  want  to 
make  two  parting  comments  though,  before  I  turn  it  over  to 
her.  One  is  the  relevance  of  this  study  to  the  A-21  topic, 
which  has  been  much  before  you  yesterday  and  today.  My 
personal  conviction — I  don't  want  to  speak  necessarily  for 
the  Commission  in  this  regard — is  that  A-21  is  not  a 
problem;  it  is  a  symptom.  I  think  it  is  a  symptom  of  a  whole 
collection  of  problems  that  we've  tried  to  deal  with  in  our 
Commission  study.  I  want  to  remind  you — I  gather  this  has 
been  said— that  the  A-21  document  is  not  all  bad  from  the 
university  point  of  view;  but  it  does  present  a  number  of 
difficulties,  the  least  of  which  is  effort-reporting,  which 
we've  heard  about — difficulties  over  cost  transfers, 
difficulties  in  a  few  campuses  over  the  forced  change  in  the 
nature  of  tuition  remission. 

We  believe  that  the  process  of  developing  A-21 
basically  was  not  sound.  As  Mr.  Kelly  alluded  to  before,  it 
is  some  sort  of  a  linear,  patched-up  extrapolation  of  the 
Blue  Book  from  World  War  II  days;  and  in  our  Commission 
report,  we  call  for  a  revision  of  A-21.  but  not  by  a  further 
patchwork  process.  Basically,  we  think  there's  a  need  for  a 
new  approach  which  would  identify  some  of  the  fundamental 
needs  and  objectives  of  both  sides  of  the  university 
community  and  the  Federal  Government  in  these  matters  and 
would  try  to  evolve  a  set  of  cost  principles  and  accounting 
rules  that  are  compatible  with  the  nature  of  the  research 
process  and  its  funding  on  our  campuses. 

As  I  said.  I  am  going  to  ask  Dr.  Wilson  to 
summarize  the  major  conclusions  of  our  report,  but  I  am 
going  to  take  the  privilege.  Linda,  since  I  got  up  here 
before  you  did.  of  usurping  one  of  these,  because  I  think  it 
sets  a  tone  that  pervades  all  of  our  Commission 
activities — not  only  the  accountability  report,  but  several 
others — and  I  think  maybe  cuts  across  the  lines  of  what  you 
have  been  discussing  here  today.  It  is  our  recommendation 
11.  and  I  think  we  are  saying  here  something  that  Mr. 
Champion  was  saying  in  slightly  different  words  a  few 
minutes  ago. 

The  Commission  recommends  that  Congress,  the 
agencies,  and  the  universities  assure  that  the  processes  of 
accountability  themselves  meet  the  tests  of  accountability. 
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The  processes  should  yield  results  luhich  justify  their  cost. 
Ulith  that  I  uill  call  upon  Dr.  Uilson. 

DR.  WILSON;  It  has  been  very  interesting  to  sit 
here  for  these  two  days  listening  to  all  of  this  discussion^ 
because  in  many  ways  it  repeats  a  lot  of  the  long  and 
vigorous  debates  we  had  in  the  Commission  meetings 
themselvesi  both  with  individuals  from  the  Governments 
individuals  from  the  universities#  and  Commission  members  as 
well.  It  is  hard  for  me  to  keep  my  hats  separate.  I  function 
as  a  university  administrator  in  my  home  institution.  I  have 
tremendous  sympathy  with  the  faculty  viewpoint#  having  been 
a  faculty  member.  At  the  moment#  I  am  trying  to  wear  my 
Commission  hat#  and  I  think  that  I  can  identify  when  I  stray 
off  of  that  path. 

In  working  on  the  accountability  issue#  one  of  the 
first  things  that  we  studied  and  reaffirmed  for  ourselves 
was  the  major  purpose  of  the  Government's  support  for 
research#  something  which  I  think  we  lose  sight  of  from  time 
to  time#  but  the  research  that  is  performed  by  the 
universities  and  supportd  by  the  Government  is  done  because 
it  is  in  the  public  interest  to  do  so.  There  is  a  confluence 
of  purposes  between  what  the  Government  is  trying  to  support 
and  what  the  universities  are  trying  to  do#  but  those  are 
not  identical  purposes#  and  I  am  afraid  that  many  of  us  lose 
track  of  that  very  early  in  the  game.  The  university  and  the 
Government  share  some  important  characteristics.  They  are 
highly  complex  institutions#  they  are  evolving#  they  are 
diverse#  they  have  limited  resources#  they  have  goals  of 
their  own  that  are  in  conflict#  the  leadership  in  each  has  a 
variety  of  views  on  the  proper  relationship  between  the 
Government  and  the  universities#  both  induce  and  respond  to 
changing  social  expectations#  but  there  are  very  deeply 
routed  institutional  differences  between  the  Government  and 
the  universities — and  let  me  stop  right  there  to  say  that 
it's  improper  to  speak  of  ‘'the  universities#"  because  they 
are  by  no  means  of  one  mind#  even  within  themselves#  nor  is 
it  proper  to  speak  of  "the  Government."  On  the  other  hand# 
one  has  to  speak#  and  so  we  will  proceed  this  morning  to 
lump  them  together#  recognizing  that  they're  not  of  one 
mind . 


These  deeply  routed  institutional  differences  have 
been  contributing  to  a  gradual  deterioration  in  the 
relationship  between  them.  A  central  issue  in  this  has  been 
accountability.  The  main  themes  of  this  disagreement  are 
these:  The  problem  for  the  public  is  to  assure  that  the  best 
research  is  produced  and  that  public  funds  are  not  wasted. 
The  problem  for  the  Government  is  to  obtain  fully  its 
program  purposes  and  to  fulfill  its  stewardship 
responsibilities.  The  problem  for  the  universities  is  to 
conduct  research  well#  to  avoid  diversion  of  resources  to 
meet  unnecessary  administrative  requirements#  to  protect  the 
integrity  of  the  university's  own  operations.  Both  the 
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Government  and  the  universities  seek  to  maintain  public 
confidence.  Without  public  confidence/  neither  can  do  the 
other  things  that  are  their  missions. 

There  are  some  specific  issues  for  each  side  of 
this  relationship.  For  the  Government/  the  main  issues  seem 
to  be  stewardship/  the  fact  that  they  are  often  criticized 
for  intervention  within  the  workings  of  the  organizations 
that  they  support/  resource  allocations  to  the  extent  that 
they  are  criticized  for  their  stewardship  or  for  their 
intervention/  resource  allocations  withheld:  that  is/  the 
Congress/  the  public  will  not  support  enough  resources  to 
fulfill  the  Government  programs.  They  are  worried  about 
diversion  of  resources/  especially  diversion  of  the  use  of 
Federal  funds  for  unintended  purposes/  and  they  worry  about 
public  confidence  to  a  great  extent/  and  that  is  a  proper 
c  one  ern. 


For  universities/  they  are  worried  about  the 
criticism  of  their  management/  and  particularly  about  the 
failure  of  many  on  the  outside  of  the  universities  to 
understand  that  management  is  different  within  universities 
and  properly  so.  They  worry  about  the  reduction  of  research 
because  of  diversion  of  funds  to  administrative  requirements 
and  because  of  reduction  in  flexibility  and  because  of 
reduction  of  resources  for  research.  They  worry  about 
reduction  in  public  confidence. 

There  is  no  issue  between  them  about  the  need  for 
accountability  for  the  use  of  public  funds.  The  only 
question  is  how  to  render  that  ac c ountab i 1 i t y .  The  system  of 
ac countab i 1 i t y /  a  proper  one/  must  involve  an  appropriate 
balance  between  independence  and  control/  between  incentives 
and  constraints/  and  between  the  costs  and  benefits  of 
various  procedures  and  requirements  used.  Unfortunately/  the 
system  of  accountability  that  we  now  have  focuses  primarily 
on  constraints/  primarily  on  costs/  and  primarily  on 
requirements  and  controls. 

Now/  there  are  two  opposing  contentions  that  the 
Commission  learned  about:  The  major  one/  from  the  Government 
side/  is  that  university  accounting  systems  are  inadequate 
for  the  stewardship  that  they  must  show.  The  main  contention 
about  the  Government  from  the  university  side  is  that  the 
government's  procedures  do  not  appropriately  allow  for  the 
conditions  required  to  discover  new  knowledge/  or  for  the 
multiproduct  nature  of  activities  within  universities.  You 
can  see  how  if  we  continue  simply  to  contend  on  those  two 
sides  of  the  issue  that  we  will  not  make  very  much  progress. 

It  is  important  to  put  the  problem  of 
accountability  in  its  context.  It  is  existing  in  a  context 
where  there  is  a  life  cycle  of  three  stages-  in  the 
Government's  support  of  research.  There  is  the  selection 
stage/  the  selection  of  what  research  to  support/  which 
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investigators  to  support.  There  is  the  actual  conduct  stagei 
and  there  is  the  reporting  stage.  Unf ortunat el the 
operating  understandings  and  the  procedures  of  one  stage  do 
not  always  interact  constructively  with  the  other  stages^ 
and  that  is  really  the  nub  of  our  problem. 

There  are  several  major  areas  of  concern:  One  is 
the  use  of  Federal  funds  for  intended  purposes.  The  second 
major  area  of  concern  in  accountability  is  the  nature  and 
extent  of  the  documentation  necessary  to  validate 
expenditures.  The  third  is  the  systems  and  controls  that  are 
required  for  management  of  resources.  The  particular 
problems  that  are  often  cited/  as  you  heard  in  our  two  days 
of  meeting:  The  documentation  of  charges  for  salaries  and 
wages/  cost— sharing  documentation/  documentation  of 
consultant  costs/  cost  transfers.  We  have  also  heard  from 
reports  from  the  Government  about  inadequacies  in  cash  flow 
systems  and  inadequacies  in  the  acquisition/  control/  and 
accounting  for  scientific  equipment.  There  has  been  a  litany 
of  charges. 

The  Commission  also  looked  at  the  origins  of  these 
problems.  It  recognized  that  many  of  them  arise  from  process 
and  organizational  differences  between  the  two  organizations 
that  are  trying  to  relate  with  each  other.  The  distribution 
of  faculty  t ime-and-ef f or t  is  a  very  major  problem/  a  very 
major  origin  of  the  problems.  In  the  first  place/  it  is  an 
attempt  to  use  accountability  on  the  process  rather  than 
focusing  on  the  outcome.  It  assumes  that  one  can  account  for 
100  percent  of  faculty  members'  effort.  That  is  a  major 
change  from  the  old  A-21  to  the  new  A-21/  which  has  been 
overlooked  in  almost  all  of  the  discussion  that  we've  had  to 
date;  is  a  major  and  very  intrusive  change  for  the 
universities.  It  is  a  very  clearly  appropriate  expectation 
on  the  part  of  the  Government.  It  is  not  quite  clear  that 
that  expectation  can  actually  be  met/  because  I  believe  it 
is  not  widely  understood  that  there  is  no  definition  of  100 
percent  effort  in  universities/  no  common  definition.  What 
is  100  percent  effort  for  one  faculty  member  is  not  the  same 
as  that  for  another.  It  varies  by  field/  by  faculty  member/ 
and  from  time  to  time.  There  is  no  standard  work  week  for 
professionals  in  universities  nor  should  there  be;  but  even 
if  those  difficulties  could  be  surmounted/  there's  no  way  to 
get  around  the  joint-product  nature  of  the  activities. 

Other  special  problems — origins  of  problems — are 
the  diversity  of  the  institutions.  To  impose  uniform  rules 
on  the  universities  will  be  to  sacrifice  one  of  the  greatest 
strengths  they  provide  for  the  Government  in  carrying  out 
research.  Another  problem  is  the  design  of  the  research 
support  system  itself.  What  works  beautifully  for  the 
selection  of  research  works  terribly  for  the  administration 
of  research.  In  any  given  research  university/  there  are 
somewhere  between  2/500  and  3/000  projects.  That  is  on  top 
of  all  the  other  complexities  of  the  sources  of  funds  for 
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the  universi t i esi  a  fact  uhich  is  rarely  ever  understood 
outside  the  universities  themselves. 

The  late  arrival  of  award  notices  confounds  the 
administration  of  projects  but  is  a  very»  very  common 
practice.  The  increasing  specificity  of  proposals  also 
contributes  to  the  problem#  and  the  rising  concern  about 
indirect  costs. 

The  Commission  wallowed  in  this  for  many  months. 

Ue  struggled  over  it  because  we  felt  that  we  had  to  do  more 
than  recite  the  problem  and  state  it#  that  we  had  to  come  up 
with  some  suggestions#  not  as  solutions#  but  to  provoke 
discussion#  dialogue  that  would  lead  to  better  solutions.  Ule 
concluded  from  our  discussions  that  there  is  in  fact  a  very 
serious  deterioration#  that  tightening  of  the  rules  and  more 
rigid  enforcement  of  the  rules  wouldn't  solve  the  problem 
but  would  surely  exacerbate  it#  that  renewal  of  the 
relationship  is  going  to  have  to  be  based  on  principles  and 
objectives  which  both  partners  or  both  relating  entities  can 
accept#  that  because  of  the  diversity#  one  will  have  to 
focus  on  principles#  standards#  and  objectives#  not 
procedures — and  that  is  one  major  change  about  the  new  A-21 
and  the  old  A-21#  that  it  moves  farther  towards  procedures# 
away  from  principles  and  objectives#  that  management  and 
accountability  employed  by  the  universities  themselves  must 
be  consistent  with  research  agreements#  but  also  with  the 
academic  environment#  and  the  universities  are  not  blameless 
in  this  regard#  that  the  nature  and  the  extent  of  Fed  era  1 
constraints  must  be  tailored  to  the  type  of  activity#  not  by 
labels  and  not  by  Federally  instituted  activities 
themselves#  that  the  universities  must  se 1 f-r egu late  more 
effectively#  and  that  the  Government  must  reduce 
requirements  to  the  minimum  essential. 

Ue  recognize  that  there  must  be  an  atmosphere  of 
flexibility  for  research  to  flourish#  and  we  recognize  the 
fact  that  current  management  and  technology  is  inadequate  to 
the  task. 


Ue  sought  solutions#  and  one  solution  that  we 
decided  upon  was  that  both  partners  need  to  recognize  the 
principles  by  which  each  other  operates#  that  that  is  a 
major  problem  in  our  relationship.  There  is  gross 
misunderstanding#  tremendous  ignorance  that  pervades  their 
relationship. 

Ue  tried  to  set  forth  some  principles  that  we 
believed  operate  in  each  of  our  partners#  and  we  have  set 
those  forth  in  the  Commission's  report.  Ue  then  tried  to 
derive  some  objectives  which  we  felt  were  consistent  with 
those  two  sets  of  principles.  You  will  find  those  objectives 
listed  in  the  report.  I  want  to  pass  over  those#  because 
they  are  easy  to  read#  easy  to  understand#  and  concentrate 
on  the  recommendations  of  the  Commission. 
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Our  first  recommendation  is  that  we  must  both — the 
Government  and  the  universities — move  vigorously  to  combat 
the  ignorance  which  is  undermining  our  relationship.  One  of 
the  problems  is  that  the  partnership  we  have  is  not  a 
partnership  between  two  kinds  of  organizations/  but  an 
enormous  array  of  individual  relationships/  and  very  few  of 
the  participants  in  this  scene  understand  the  whole  picture- 

We  then  moved  on  to  make  several  recommendations 
about  the  accountability  system  that  we  have.  Our  second 
recommendation  is  that  the  accounting  system  needs  to  be 
changed  so  that  the  requirements — I  am  not  saying  procedures 
here/  I  am  saying  requirements —  are  tailored  to  fit  the 
activity  for  which  they're  going  to  operate.  It  states  that 
A-21  must  be  revised  within  three  to  five  years/  as  soon  as 
possible;  that  the  new  revision  should  not  be  based  on  a 
tinkering  with  the  current  A-21/  but  instead  should  assure 
that  the  financial  and  administrative  accountability 
incorporates  features  which  not  only  control  against  abuse 
but  also  facilitate  and  encourage  effective  management;  that 
they  be  fully  consistent  with  the  nature  of  the  research 
process/  which  the  current  requirements  are  not;  that  they 
accommodate  better  to  the  academic  environment  in  which  they 
must  operate;  and  most  importantly  of  all/  that  they  are 
based  on  mutual  understanding  of  the  purposes  of  the 
government/university  relationship  which  the  current  A-2i 
principles  are  not. 

Our  third  recommendation  dealt  in  part  with  some 
of  the  difficulties  that  have  been  expressed  by  Hale 
Champion  and  also  by  Jim  Kelly  about  the  way  in  which  audit 
findings  are  dealt  with.  Ue  believe  that  a  major  problem  has 
been  the  separation  of  the  fiscal  audit  from  the  research 
outcome  considerations;  and  we've  suggested  that  at  the  very 
least/  the  scientific  personnel  in  the  agencies/  the  program 
officers/  have  a  look  at  the  draft  audit  findings  and  have 
an  opportunity  to  comment  on  those/  because  they  are  the 
only  ones  in  the  Government  who  have  the  knowledge  to 
comment  on  the  relationship  between  the  outcome  and  the 
dollars. 


We  have  also  suggested  that  the  sponsoring  agency 
program  officers  become  more  involved  in  a  review  of  how  the 
money  has  been  spent  and  whether  or  not  value  has  been 
received.  The  present  situation  recently  has  changed  so  that 
the  program  officers  don't  even  have  a  reasonable  financial 
report  to  work  from  and  have  no  way  of  looking  at  that 
information. 

We  spent  a  great  deal  of  time  wrestling  with  the 
t ime-and-ef f or t  problem  because  we  were  convinced  that  a 
simpler  and  less  costly  method  must  be  put  in  place.  What 
A-21  now  provides  does  not  generate  data  that  is  really 
useful/  but  it  costs  a  great  deal/  not  only  in  money/  but 


T139 


also  in  wear  and  tear  on  the  academic  system.  It  doesn't  fit 
in  the  academic  system*  and  a  fundamental  principle  about 
accountability  and  accounting  requirements  is  that  the 
process  must  fit  the  organization  in  which  it  is  to  be  used. 

Ue  finally  suggested  something  which  is  not  within 
an  accounting  principle*  at  least  not  within  those  that  have 
operated  in  the  universi ty/Qovernment  relationship*  but  I 
understand  that  it's  not  foreign  to  the  accounting 
profession — namely*  a  certification  process.  We  had 
suggested  that  when  the  principal  investigators  complete 
work  on  an  activity*  that  they  reflect  in  their  technical 
reports  to  the  agency  a  statement  about  the  r easonab 1 eness 
and  fairness  of  the  charges  for  salaries.  We  suggest  that 
the  institution  provide  a  report  on  what  the  salary  charges 
are — that  the  program  officer  be  asked  to  look  at  that 
report  and  respond  to  the  reasonab leness  of  those  charges* 
that  is*  on  the  one  hand  you  look  at  the  technical  outcome 
and  on  the  other  hand  you  look  at  the  salaries  charged*  and 
you  say*  "Is  this  reasonable?"  To  certify  distribution  of 
effort  into  13  categories*  which  is  what  is  required  under 
the  new  A-21*  generates  data  which  is  not  going  to  give  you 
any  better  assurance  that  accountability  has  been  achieved. 

Now*  that  sort  of  system  leaves  you  wide  open  to 
say  that  the  program  officers  and  the  investigators  had  the 
same  goals  in  mind  and  therefore  some  independent  review  is 
also  necessary.  We  added*  in  our  suggestion*  that  the 
payroll  systems  of  the  institutions  should  themselves  be 
audited  to  make  sure  that  they  have  adequate  controls  to 
prevent  fraud*  and  that*  in  itself*  would  be  sufficient  to 
assure  that  the  effort  involved  is  appropriate  for  the 
activities  and  that  the  government  and  the  public  are 
receiving  value  for  their  investment. 

To  make  that  work- — a  documentation  of  direct 
charges  of  faculty  effort—we  have  to  find  some  way  to  deal 
with  indirect  faculty  effort*  because  for  many  institutions 
that  is  a  substantial  cost.  We  therefore  derived  a  new 
suggestion  very  much  analogous  to  the  standard  deduction  in 
your  income  tax*  for  this  one  minor  component  in  the 
indirect  cost  layers.  In  some  of  the  slides  you  saw 
yesterday*  you  will  remember  there  was  a  section  of  the 
indirect  costs  labeled  "Departmental  Administration."  It  is 
in  that  layer  of  indirect  costs  that  faculty  effort  on 
administrative  activity  is  counted.  The  faculty  effort  in 
that  layer  is  a  small  portion  of  the  total  layer*  but  not  so 
insignificant  that  it  can  be  ignored.  Nevertheless*  the 
requirement  that  we  be  able  to  document  that  effort  and 
assure  that  there  is  no  overlap  between  that  indirect  effort 
and  that  direct  effort  which  is  charged  to  sponsored 
projects  is  what  drives  this  enormously  complex  time- 
and-effort  reporting  system  now  proposed  by  A-21.  We  suggest 
that  the  universities  who  balk  at  the  notion  of  having  this 
detailed  distribution  of  effort  accept  some  lower  recovery 
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for  the  privilege  of  rot  documenting.  A  standard  deduction 
would  allow  that.  That  standard  deduction  would  be  a  fixed 
percentage  of  the  total  costs  borne  by  the  Government  for 
R&D  at  the  university.  It  could  be  a  fixed  percentage  that 
is  negotiated  on  an  institution-by-instituat ion  basis«  or  it 
could  be  a  fixed  percentage  for  the  whole  country^  just  as 
our  standard  deduction  method  is  for  the  Internal  Revenue 
Service. 

The  Commission  is  not  wise  enough  to  make  that 
choice.  It  did  feel  that  it  could  suggest  that  it  is  well 
worth  backing  off  from  absolute  full  recovery*  which  the 
universities  are  a  long  way  from  doing  anyway*  by  having 
this  kind  of  an  estimate*  this  kind  of  an  approximation.  The 
combination  of  those  two  recommendations  about  certification 
of  salaries  and  wages  would  be  extremely  simple  compared  to 
the  present  system  and  much  less  costly.  We  also  believe 
that  they  fit  the  research  process  and  the  academic 
environment. 

The  sixth  recommendation  of  the  Commission  was 
addressed  to  the  universities  themselves- — namely*  that  the 
university  presidents  must  carefully  review  their  financial 
management  systems  to  assure  that  they  are  adequate  for 
control  of  public  funds.  That  is  not  an  indictment 
present  system.  It  is  not  an  admission.  It  is  simply  saying* 
"University  presidents*  you  have  a  responsibility  to  make 
sure  that  you  are  in  fact  able  to  do  that." 

We  did  feel  that  it  was  probable  that  many 
universities  were  not  providing  adequate  information  to  the 
principal  investigators  so  that  they  could  be  responsible 
for  all  of  the  funds  that  they  received.  That  is  because 
many  universities  do  not  have  information  systems  that  will 
provide  prompt  and  accurate  accounting  data  to  the  faculty* 
and  we  felt  that  was  something  the  institutions  must  move 
immediately  to  address.  Otherwise*  there  is  no  way  that  we 
can  expect  the  principal  investigators  to  carry  out  the 
responsibilities  that  all  of  these  sponsored  programs  lay  on 
their  shoulders. 

We  realize  that  in  the  past  the  universities  tried 
to  shield  investigators  from  much  of  this  paper  work*  but  in 
some  ways*  that  very  shielding  has  led  to  the  current 
problems.  I  believe  many  universities  have  found*  as  they 
have  tried  to  discuss  the  implementation  of  the  new  A-21 
with  their  faculties*  that  they  didn't  know  what  A-21  was  in 
the  first  place.  That  doesn't  mean  that  they  weren't 
following  the  rules*  it  does  mean  that  many  of  them  were 
unaware  of  the  origin  of  the  rules. 

The  Commission  felt  very  strongly  that  the 
Government  and  the  universities  need  to  develop  revised 
financial  and  scientific  accountability  processes'  that  will 
increase  flexibility  and  incentives  for  investigators  to 
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manage  research  funds  in  a  prudently  scientific  manner.  Many 
of  the  rules  that  we  now  have  are  very  counter-productive 
for  that  goal.  The  Commission  suggested  a  few  specific 
things  that  might  be  done»  and  not  only  because  they 
believed  that  they  were  important  and  should  be  implemented, 
but  also  because  we  hope  to  stimulate  other  ideas  along  the 
same  lines.  For  example,  further  delegation  of  authority  to 
make  budgeting  and  management  decisions  under  sponsored 
projects.  At  the  moment.  NIH  is  one  of  the  unusual  agencies 
in  delegating  considerable  authority  to  the  institutions. 

The  Commission  suggests  that  NIH  extend  that  privilege  and 
responsibility  and  that  other  agencies  follow  suit. 

We  suggested  that  there  be  considerable 
experimentation  with  aggregation  in  the  administrative 
phase.  There  are  ways  to  administer  related  grants  together 
that  will  enhance  their  productivity  and  yet  be  consistent 
with  the  integrity  of  the  appropriation  process.  We  also 
urge  that  there  be  elimination  of  unnecessary  restraints  on 
the  timing  of  expenditures.  The  current  segregation  of 
project  periods  and  of  projects  themselves  means  that  if  the 
researchers  followed  the  rules  exactly,  they  would  be  far 
less  productive  than  they  are  now.  In  many  ways,  the  system 
has  been  as  productive  as  it  is  because  the  investigators 
have  been  somewhat  ignorant  of  the  rules,  and  both  the 
auditors  and  the  university  administrators  have  been  willing 
to  overlook  the  extent  to  which  one  works  around  the  edges. 

In  one  of  the  discussions  earlier — I  think  it  was 
even  Bill  Carey,  with  whom  I  don't  often  disagree — there  was 
a  statement  that  we  must  be  able  to  prove  to  the  Government 
what  the  problems  are  so  that  they  will  be  resolved.  This 
reminds  me  of  arguments  in  my  own  institution — and  in  this, 
let  me  step  over  here,  because  I 'm  not  acting  as  a 
Commission  member.  In  my  institution,  in  trying  to  help  the 
faculty  approach  change  on  university  procedures,  my  pitch 
has  been.  "You  must  document  them.  You  must  show  what  the 
impact  is.  You  must  explain  that."  Their  response  to  me  is. 
"Administration  serves  research,  not  vice  versa. "  and  I 
would  suggest  that  that  is  an  important  thing  for  the 
Government  and  the  Congress  to  recognize,  rather  than  demand 
that  the  researchers  learn  how  to  lobby,  politicize,  and 
develop  costly  ways  to  prove  that  what  they  are  doing  is  all 
right. 


The  last  recommendation  that  the  Commission  made 
in  the  accountability  report.  Neal  has  already  mentioned  to 
you — about  making  sure  that  accountability  processes  are 
themselves  accountable.  Our  primary  examples  for  that  are 
the  t ime-and-e f f or t  reporting  and  the  documentation  of 
cost-sharing.  The  latter,  which  is  now  required,  is  a  very 
meaningless,  unproductive,  and  wasteful  process. 

In  its  report  on  the  funding  mechanisms,  which 
will  be  out  shortly,  there  are  two  or  three  recommendations 
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that  I  think  might  contribute  to  this  discussion.  One  also 
takes  up  the  cost-sharing  issue.  In  the  accountability 
report/  me  have  recommended  that  the  documentation  of 
cost-sharing  be  eliminated  because  it  is  counter-productive. 
In  the  next  report/  the  Commission  has  pointed  out  that  the 
rationales  and  requirements  used  for  cost-sharing  in  the 
g Qvernment/un i ver s i t y  relationship  are  diverse  and  rarely 
now  really  fit  the  situation.  There  is  a  tremendous 
confusion  about  when  cost-sharing  is  required  and  to  what 
extent  and  for  what  reason.  If  there  is  going  to  be 
continued  cost-sharing  between  the  Government  and  the 
universities  for  the  support  of  research/  and  I  think  there 
always  will  be/  then  there  should  be  a  better  understanding 
of  why  and  under  what  conditions. 

Another  recommendation  in  the  next  report  is  that 
in  the  array  of  funding  mechanisms  that  support  research/ 
there  are  some  missing  elements.  The  distribution  of 
resources  among  the  existing  array  is  in  itself  a  statement 
of  policy/  but  interestingly  enough  to  the  Commission/  until 
we  put  the  data  together/  no  one  had  e'/er  really  shown  on 
the  total  Government  picture  how  the  resources  are 
distributed  among  the  different  kinds  of  funding  mechanisms 
by  agency.  We  believe  that  since  that  is  in  itself  a 
statement  of  policy/  it  is  an  indicator  that  should  be 
watched  closely  so  that  fine  tuning  can  take  place  in  a 
rational  manner. 

We  have  suggested  experimentation  with  a 
grant-in-aid  or  fixed-price  grant.  Apparently  the  term 
fixed-price  grant  has  knee-jerk  reactions  in  some  quarters 
that  we  want  to  avoid/  and  so  we  have  called  it  a 
grant-in-aid,  I  mentioned  this  yesterday  in  the  discussion. 

I  will  just  repeat  it  for  those  of  you  who  were  not  here.  We 
have  in  mind  experimentation  with  some  project  grants  in 
which  the  total  amount  would  be  awarded  on  the  basis  of  the 
usual  review  processes  and  budget  presentation/  but  that  the 
reporting  would  be  on  a  technical  basis  only.  Some  people 
call  that  the  put-the-money-on-the-stump-and-run  type.  That 
is  not  really  what  the  Commission  has  in  mind/  but  we  do 
believe  that  for  some  types  of  grants/  that  might  very  well 
be  the  most  efficient  way  and  the  best  way  to  be 
accountab 1 e. 

We  spent  a  great  deal  of  time  in  the  Commission 
discussing  the  difference  between  procurement  and  assistance 
and  the  unfortunate  confusion  of  the  two  in  our  long  history 
together.  One  of  our  recommendations  is  that  most  of  the 
university  research  is  not  of  a  procurement  character/  and 
the  continued  imposition  of  procurement-type  regulations  is 
very  inappropriate/  costly/  and  quite  unproductive. 

DR.  FREDRICKSON:  Thank  you/  Dr.  Wilson,  You  know/ 
this  meeting  was  called  before  any  of  us  were  aware  that 
this  report  was  coming.  It  has  nothing  to  do  with  the  timing 
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of  this  meeting!  and  yet  I  think  it  is  both  fortuitous  and 
fortunate  that  the  report  is  before  us#  because  in  a  uiay  it 
lays  out  a  blueprint  of  recommendations  with  which  not 
everybody  may  agree#  but  there  is  substance  here  for 
thought.  It  almost  provides  the  basis  for  any  set  of 
recommendations  that  might  have  emerged  from  this  meeting 
were  we  to  attempt  to  prepare  them. 

So  I  hope  that  we  will  take  those  illicit  coffee 
cups  out  and  fill  them  and  come  back  in  about  10  or  12 
minutes  for  the  final  period#  where  we  want  to  consider 
where  it  is  we  go  from  here  and  look  at  these 
recommendations  if  you  want  to  comment  on  them. 

(Brief  recess. ) 

DR.  FREDRICKSON:  Saunders  hac  Lane  from  the 
National  Academy  would  like  to  summarize  an  Academy  position 
relative  to  the  subject  we  are  talking  about. 

DR.  Mac  LANE:  Some  of  the  members  of  the  National 
Academy#  in  particular  Mac  Lane#  feel  like  Rip  Van  Ninkle. 

At  the  time  of  World  War  II#  when  there  was  that  wonderful 
Blue  Book  from  the  Office  of  Naval  Research#  we  thought  that 
everything  was  all  under  control#  and  we  looked  around  the 
university  and  saw  all  those  multiplying  vice  presidents# 
and  we  went  ahead  with  science. 

At  the  University  of  Chicago#  we  were  especially 
happy.  The  legendary  figure  there#  as  you  may  recall#  is 
Enrico  Fermi#  and  one  of  the  stories  about  Enrico  has  to  do 
with  the  Manhattan  Pr o jec t-“t hat  General  Groves  came  to  him 
and  said#  "Dr.  Fermi#  these  scientists  come  in  late  and 
leave  early  and  don't  seem  to  be  there.  Shouldn't  we  have 
some  regular  punch  card  where  they  punch  in  and  punch  out?" 
And  Enrico  said#  "Oh#  that  would  be  a  good  idea.  Now#  let's 
see  how  we  would  work  it  out.  You  should  have  one  of  these 
punch  cards  at  my  dinner  table  so  that  when  I  stop  eating 
and  start  thinking#  I  can  punch  in  there#  and  then  pefhaps 
you  need  one  by  the  side  of  my  bed#  because  sometimes  I  wake 
up  at  night  and  think  for  a  half  an  hour#  and  then  I  have  to 
have  one  in  my  pocket#  because  sometimes  when  I'm  walking 
those  five  blocks  to  the  university#  I  think  then  too.  So 
with  all  these  machines#  we  can  keep  accounts  very 
carefully,"  He  never  heard  further  words  from  General  Groves 
on  the  subject. 

Now#  we've  observed  the  new  A-21.  It's  important 
that  our  Rip  Van  Winkles  wake  up.  It's  a  very  complicated 
situation#  and  I  have  tried  to  take  some  time.  I  have  talked 
to  Mr.  Lordan  and  Mr.  Kir sc h enmann#  trying  to  understand 
what's  there#  and  I  agree  with  Dr.  Wilson  that  that  100 
percent  is  the  crucial  thing  that  seems  to  me  new  and 
different  in  this  A-21  and  raises  some  very  fundamental 
questions.  It  is  certainly  a  complex  issue.  One  thing  that 
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strikes  me  as  complex  is  that  the  needs  of  accountability 
are  real.  It^s  not  clear  that  having  100  percent 
accountability  is  going  to  catch  the  abuses  or  do  the  things 
uie  want  to  accomplish  out  of  that.  I  understand  part  of  the 
objective  is  to  reduce  the  increase  in  the  growth  of 
overhead.  I  am  not  sure  it  will  do  that*  and  the  essential 
issue  still  comes  up  in  this  remark  of  Permit  that 
professors  and  scientists  can't  tell  exactly  how  their  time 
is  distributed.  There  is  an  intrinsic  mixture  between 
teaching  and  research/  and  the  effect  of  the  100  percent 
accountability  on  that  is  most  unfortunate. 

Now/  in  your  books#  under  Tab  M#  you  have  an 
earlier  version  of  my  understanding  of  the  difficulties#  and 
at  that  time  I  wrote#  "The  call  for  100  percent  accounting 
of  the  work  for  which  the  employee  is  compensated  appears  to 
suggest  possible  Government  control  over  that  portion  of 
this  work  not  supported  by  Government  funds.  Even  the 
implication  that  there  might  later  be  such  control  seems 
inappropriate.  " 

I  wrote  that  before  I  got  all  the  documents#  and 
later#  Mr.  Kirschenmann  gave  me  a  copy  of  the  HEW 
interpretation  of  the  0MB  Circular  A-21#  and  under 
"monitored  workload"#  which  otherwise  might  be  a  useful 
thing#  it  says:  "In  addition  to  showing  the  activity 
applicable  to  each  category#  the  assignment  document  should 
also  describe  the  assignments  in  sufficient  detail — e. g. # 
specific  courses#  specific  administrative  assignments#  et 
cetera — to  support  the  initial  distribution." 

It  seems  to  me  that  the  specific  courses  taught  by 
scientists  or  others  at  the  university  are  not  properly  the 
concern  of  the  Government#  and  I  think  for  that  reason  that 
the  present  A-21#  as  to  the  distribution  of  time#  does  need 
reconsideration#  and  at  its  meeting  on  April  22#  the 
business  meeting  of  the  National  Academy  of  Sciences  passed 
the  following  resolution:  "While  supporting  the  principle  of 
accountability  for  usage  of  public  funds#  the  Academy  views 
with  concern  the  proposed  implementation  of  0MB  revised 
Circular  A-21.  Application  of  these  new  regulations  to 
institutions  of  higher  learning  would  further  constrain  the 
already  limited  flexibility  in  research  thrust#  increase  the 
administrative  burden#  reduce  morale  among  teaching  and 
research  personnel#  and  provide  a  cumbersome#  meaningless 
documentation  in  terms  of  percent  of  effort  for  a  continuum 
of  scholarly  activities.  Moreoever#  because  these 
regulations  would  monitor  nonfederally  supported  academic 
functions  as  well#  inappropriate  controls  might  be 
exercised. 


"We  therefore  urge  reconsideration  of  regulations 
embodied  in  A-21#  and  we  recommend  that  the  Council  of  the 
Academy  examine  the  situation  so  as  to  propose  appropriate 
ways  of  achieving  accountability." 
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Thank  you. 

DR.  FREDRICKSON:  Thank  youi  Saunders.  Are  there 
questions  or  comments?  Henry? 

MR.  KIRSCHENMANN:  Yes.  I  really  need  to  comment  on 
that*  because  I  think  it's  pretty  indicative  of  perhaps  the 
concern  that  faculty  have  about  what  t ime-and-ef f ort  reports 
are  used  for*  and  I  think  that  there  is  a  great 
misunderstanding  about  that  and  about  the  need  for  100 
percent  of  accountability.  The  t ime-and-ef for t  reports  are 
not  set  up*  are  not  required  so  that  the  Federal  Government 
can  at  some  time  second-guess  a  faculty  member  or  insert  its 
judgment  as  to  what  a  faculty  member  should  or  should  not  be 
doing  or  how  much  effort  they  should  be  devoting  to  whatever 
it  is  they  are  doing. 

Nhat  it  is  is  a  mechanism  for  computing  cost.  It 
is  a  mechanism  for  the  institutions  to  identify  what  it  is 
that  they  are  charging  the  Federal  Government  for*  primarily 
in  the  area  of  indirect  costs. 

Now*  the  departmental  administration  overhead 
pool*  which  was  mentioned  before*  contains  some  considerable 
amount  of  charges  or  portion  of  charges  for  faculty  member 
salaries*  and  what  we  are  asking  for  is  some  support  for 
that  amount  you  are  charging.  The  second  major  reason  that 
effort  reports  are  kept  or  asked  for  is  because  of  the 
computation  of  the  rate  itself.  The  overhead  rate  and  much 
of  the  allocations  and  distributions  of  cost  between 
research*  instruction*  and  other  activities  of  the 
institution  is  based  on  cost*  and  a  major  element  of  that 
cost  is  faculty  salaries  and  wages.  Somewhere  between  60  and 
70  percent  of  that  cost  is  salaries  and  wages. 

Ue  are  asking  for  the  effort  report  in  order  to 
measure  that.  There  is  no  other  way  of  getting  that 
information*  as  far  as  we  know.  If  there  is  another 
technique  for  doing  this — for  arriving  at  distributing  those 
costs*  relating  costs  to  research  and  instruction*  other 
activities*  so  that  you  can  be  reimbursed  for  it — -we  would 
be  very  happy  to  entertain  it  and  to  look  for  it.  We  just 
don't  know  what  that  is  at  this  point. 

Now*  we  have  been  asking  the  university  community* 
anybody  we've  been  able  to  talk  to  for  the  past  ten  years* 
to  come  up  with  an  alternative  to  this*  and  as  far  as  we 
know*  there  has  not  been  any  alternative.  But  I  think  you 
need  to  be  disabused  of  the  notion  of  a  nefarious  purpose  of 
these  effort  reports.  It  has  nothing  to  do  with  academic 
freedom.  It  has  nothing  to  do  with  the  flexibility  that 
researchers  are  going  to  be  afforded  in  conducting  their 
research.  It  just  has  nothing  to  do  with  that*  and  we  ought 
to  get  away  from  that  point*  it  seems  to  me. 
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DR.  FREDRICKSON:  Saunders? 


DR.  Mac  LANE:  If  Dr.  Fredrickson  had  given  me  a 
little  more  timei  I  luould  have  said  about  three  quarters  of 
Uihat  Mr.  Kirschenmann  said  just  now#  because  I  learned  these 
things  by  talking  to  him.  Certainly  there  is  no  feeling 
anywhere/  Henry/  that  there  is  anything  nefarious  in  this/ 
and  had  I  had  more  time/  I  would  have  explained.  Of  course/ 
what  has  happened  is/  looking  at  the  complicated  costs/  one 
asks  how  one  can  account  for  it.  But  I  think  the  result  is  a 
situation  where  that  question  of  accounting  has  led  the 
people  looking  at  it  step  by  step  into  requiring  things  that 
in  the  end  are  simply  not  appropriate  to  the  university;  and 
as  I  say/  Mr.  Kirschenmann/  the  statement  in  that  0MB 
interpretation  as  to  specific  courses  ought  not  to  be  there. 
It  will  be  important  that  that  statement/  and  things  like 
that/  be  removed. 

MR.  KIRSCHENMANN:  But  let  me  tell  you  why  that 
statement  is  there. 

DR.  Mac  LANE:  I  know  why  it^s  there. 

MR.  KIRSCHENMANN:  Why  is  it  there? 

DR.  Mac  LANE:  Because  that/  at  the  moment/  as  you 
just  now  said/  seemed  to  you/  in  good  conscience/  to  be  the 
way  you  could  get  at  computing  these  costs.  So  you  had  good 
reasons  for  putting  it  in. 

MR.  KIRSCHENMANN:  But  let  me  go  beyond  that.  You 
see/  the  monitored  workload  system — and  I  happen  to  agree 
with  Jim  Kelly  —  I  think  this  is  really  the  way  to  go/  both 
from  the  institution's  point  of  view/  because  I  think  it 
fits  in  exactly  with  their  budgeting  and  accounting  process/ 
and  from  the  Federal  Government's  point  of  view/  because  I 
think  it  does  require  less  paper  work  on  your  part. 

But  the  monitored  workload  system  is  based  on  a 
premise  that  says  that  when  there  is  a  major  change  in  the 
faculty  member's  workload  as  a  semester  moves  along — and  by 
a  major  change  we're  talking  about  a  change  in  course/ 
teaching  load/  a  change  in  the  addition  or  the  termination 
of  a  grant/  major  sabbatical/  long-term  sabbatical  leave/ 
any  of  these  major  changes — that  the  institution  at  the  time 
of  that  change  needs  to  make  an  assessment  as  to  whether  or 
not  that  change  requires  a  reallocation  of  the  individual's 
salary.  You  cannot  make  that  judgment  unless  there  is  a 
knowledge  of  what  the  individual's  workload  is  to  begin 
with.  That's  the  only  reason  for  that.  It's  a  base.  It's  a 
foundation  from  which  all  other  judgments  are  made.  Now/ 
again/  if  there  is  another  way  of  getting  at  that/  that's 
fine/  but  that's  not  for  the  Federal  Government's  purpose. 
That's  for  the  purpose  of  the  individual  who  is  making  a 
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judgment  as  to  whether  or  not  a  change  has  occurred  in  the 
work — in  the  required  workload  of  an  individual — which  needs 
to  be  reflected  in  a  change  in  the  distribution  of  his  or 
her  salary.  That's  all  that  is. 

Again/  if  there  is  a  better  way  of  doing  this.  I'd 
like  to  know  what  it  is. 

DR.  Mac  LANE;  Well.  I  think  there  are  better  ways 
of  doing  it.  but  I  think  it  will  take  working  and 
consultation  to  get  them,  and  I  think  one  of  those  better 
ways  is  to  distinguish  those  things  that  faculty  members  do 
for  the  university  and  those  things  which  they  do  under 
grants  and  contracts,  and  the  present  arrangement  doesn't 
sufficiently  do  that.  It  will  take  consultation  to  get  it. 

DR.  FREDRICKSON:  Dr.  Wilson? 

DR.  WILSON:  The  discussion  here,  for  those  of  you 
who  haven't  read  the  HEW  interpretation,  may  be  a  little 
opaque.  Let  me  clarify  one  thing,  because  it  is  a  good 
example  of  the  problem  between  the  two  parties. 

The  HEW  interpretation  spells  out  that  in  the 
monitored  workload  system,  which  is  built  on  an  assignment 
basis,  that  the  workload  assignment  of  the  individuals  is 
put  in  place  at  the  beginning,  and  then  major  changes  are 
put  in  as  corrections  to  the  system,  and  at  the  end  of  a 
year,  there  must  be  a  certification  that  those  charges  are 
reasonable.  That  is  the  way  the  universities  generally 
operate  in  terms  of  assigning  people  to  tasks  and  keeping 
track  of  things,  and  in  fact,  that  was  a  university 
proposal . 


The  DHEW  interpretation  spells  out  what  the 
assignment  must  consist  of.  The  need  for  spelling  out  the 
course  load  is  put  in  my  HEW's  interpretation  so  that  the 
auditors  can  have  some  way  of  documenting  whether  there  was 
in  fact  a  major  change.  The  universities  do  not  need  that 
kind  of  information  to  know  whether  there  has  been  a 
significant  change  or  not.  They  do  need  that  kind  of 
documentation  if  they  are  going  to  prove  to  the  auditors 
that  a  significant  change  or  a  major  change  has  not  occurred 
except  when  they  said  so.  and  that's  a  terrific  illustration 
of  the  way  documentation  to  verify,  to  satisfy  auditors  is 
adding  more  and  more  administration.  The  universities  don't 
need  that  documentation  in  order  to  notice  whether  or  not 
there  is  a  significant  change  in  their  faculty  assignment. 
Would  you  agree? 

DR.  Mac  LANE:  Yes. 

MR.  KIRSCHENMANN;  Enough  said. 

DR.  FREDRICKSON:  Thank  you.  Linda.  Federico  Welsch 
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from  the  Worcester  Foundation. 

DR.  WELSCH:  These  days,  we've  been  speaking  mostly 
about  research  in  universities#  but  about  10  percent  of 
research  supported  by  NIH  is  done  (between  quotation  marks) 
by  "single-purpose  institutions" — research  institutions.  I 
think  I'd  like  to  amplify  Dr.  Wilson's  comments.  In  our  type 
of  institution#  we  submit  grant  applications#  say  that  such 
and  such  an  amount  of  effort  will  be  committed  to  a  specific 
grant#  but  still  we  are  required — and  I  understand  we  will 
be  required  by  a  new  or  changed  form  of  A-21#  which  is 
supposed  to  be  published  pretty  soon — we  will  have  to 
provide  the  papers#  monthly  or  perhaps  longer  periods  of 
time#  for  our  faculty. 

Again#  it's  a  question  of  cost  versus  benefit. 

DR.  FREDRICKSON:  We  have#  I  think#  certainly  had 
virtue  in  meeting  together  the  last  couple  of  days. 

Certainly#  I  have  learned#  and  I  think  all  of  us  have#  that 
we  really  have  to  reach  out  toward  each  other  to  sort  of 
save  ourselves  from  being  entrapped  in  our  own  ideologies# 
otherwise  we're  going  to  be  completely  unable  to  join  in  a 
very  essential  common  effort. 

We  have  heard  from  most  of  the  sets  of  voices.  At 
worst#  we  have  heard  that  the  auditors#  using  very  blunt 
tools#  are  trying  to  force  science  and  teaching  into  molds 
that  are  constructed  for  commerce.  The  scientist#  it  seems# 
is  myopic  and  can  only  see  to  his  door#  but  not  beyond  to 
the  bigger  dimensions  of  the  university  and  its  multiple 
purposes.  The  universities  clearly  are  obsessed  with  costs# 
but  that's  not  the  real  problem:  It's  that  they  risk 
bankruptcy  in  proportion  to  their  aspirations  to  maintain 
great  faculties#  and  they  seem  unable  to  grapple  with  the 
demands  for  documentation  for  proof  of  their  own  fiscal 
cred ib i 1 i ty. 

But  there  is  one  other  set  of  voices  which  has  not 
spoken#  and  that  is  the  Federal  managers;  and  the  fault  may 
also  lie  partly  with  us#  because  I  think  that  we  have#  for  a 
long  time#  tried  to  ignore  the  fact  that  in  many  ways  there 
are  really  two  universities.  One  is  that  collection  of 
delightfully  heterogeneous  places  which  provide  scientists 
with  faculty#  rank#  and  tenure.  But  there  is  another  which 
is  characterized  by  being  a  universe  of  most  of  the 
scientists  in^  universities  whose  being  is  partially  created 
and  whose  employment  is  determined#  and  often  periodically 
renewed#  by  a  system  that  is  outside  any  given  university# 
but  one  for  which  we#  as  Government  officers#  are  the 
stewards. 


I  think  that  we  have  often  concentrated  on  the 
second  and  tried  to  believe  that  it  was  the  first  that  was 
responsible  for  the  action.  If  that  is  a  fault#  it  is 
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because  u>e  have  the  excuse  that  the  quality  control  uie 
supervise  is  a  far  more  important  criterion  of  the  product 
we  all  seek  commonly  to  achieve  than  is  any  kind  of  fiscal 
accounting.  But  we  have  been  very  loathe  in  the  past  to  mix 
audit  with  program^  and  I  think  that  that 

compartmental  i  zat ion  in  our  way  o-f  doing  things  within  the 
Federal  Government  must  somehow  be  changed  to  make  us  more 
effective  partners  in  seeking  some  relief  from  these  really 
serious  and  important  problems  that  threaten  something  in 
which  we  all  equally  believe.  That  is  a  very  important 
curatorship  that  all  of  us  have  over  something  more  precious 
than  our  generation  or  our  time. 

The  Federal  Government/  as  it  is  seen  in  its 
program  managers  here  at  NIH/  does  not  have  ready  answers  to 
your  questions.  I  thought/  though/  that  it  might  be  useful 
just  to  let  one  person  who  represents  a  focus  of  important 
responsibility  for  helping  us  seek  better  solutions  to  just 
give  some  opinions  of  his  own  very  briefly/  and  I  will  ask 
Bill  Raub  if  he  would  like  to  speak  for  a  few  minutes — if 
not  for  NIH/  at  least  for  himself  and  his  ilk.  Bill  is  the 
Associate  Director  for  Extramural  Research  and  Training  at 
NIH. 


DR.  RAUB:  Thank  you  very  much/  Don.  In  this  case/ 
it  is  a  relief  not  to  be  speaking  for  NIH.  John  Lordan  was 
concerned  yesterday  about  possibly  being  cast  as  a  villain/ 
making  his  entrance  in  Act  II.  My  initial  concern  with  my 
place  on  the  agenda  was  that  I  was  to  be  cast  as  the  deus  ex 
machine/  leaping  from  the  wings  with  resolutions  to  all  of 
these  problems. 

DR.  EISENBERG:  No? 

( laughter ) 

DR.  RAUB:  I  ain't  him.  In  fact/  I  don't  even  have 
a  Casey  Stengal  joke.  Nhat  I  do  have  are  some  observations 
using  the  Commission's  report  as  a  scaffolding  of  three 
particular  areas  where  an  individual  agency  can  take  some 
action.  These  topics  are  more  like  dealing  with  an 
individual  piece  of  stained  glass  in  a  very  complex  issue 
and  are  hardly  viewed  as  system  solutions/  but  there  are 
some  things  that  we  can  do/  or  at  least  we  can  study.  One  of 
these  I  will  label  as  an  ongoing  initiative.  The  second  is 
an  opportunity/  and  the  third  is  a  dilemma. 

I  will  be  making  some  brief  reference  to 
Commission  recommendations.  For  those  of  you  who  might  want 
to  refer  to  them  specifically/  they  are  behind  Tab  H/  on 
pages  xii  and  xiii  in  the  Executive  Summary. 

The  first  example  under  Progress  Reports  on  Grants 
is  an  ongoing  initiative  that  is  independent  of  but  fully 
related  to  the  Commission's  recommendation  3B.  That's  the 


T  150 


recommendation  that  calls  for  some  greater  participation  of 
program  managers  in  the  larger  process  of  certifying  that 
value  uas  indeed  received  for  the  funds  auiarded. 

Co inc  i denta  1 1  y  I  there  are  some  changes  under  uiay  in  the 
standard  format  of  the  progress  report  for  the  noncompeting 
grant  application  that  are  a  major  step  in  this  direction. 

Historically#  as  has  been  stated  several  times  in 
the  last  few  days#  the  grant  relationship  is  a  best-efforts 
one,  A  manifestation  of  that  has  been#  traditionally# 
progress  reports  on  the  noncompeting  awards  that  take  the 
characteristic  of  basically  a  free-form  narrative 
documenting  the  scientific  progress#  with  frequent 
references  to  refereed  articles#  manuscripts  in  development# 
and  so  on#  and  ritually  detailed  financial  reports  using  the 
dollar  surrogate  as  a  measure  of  the  scientific  best-effort. 

Over  a  period  of  years#  the  amount  of  detail  in 
those  fiscal  reports  has  dropped.  About  two  to  three  years 
ago#  there  was  some  discussion  and  a  Government-wide 
decision  by  the  0MB  that  we  would  reduce  the  financial 
reporting  associated  with  individual  grants  to  what  is 
essentially  the  minimum.  This  0MB  decision  was  based  in 
large  part  on  strong  representations  from  universities  and 
other  institutions  that  the  financial  reporting  requirements 
were  onerous  and  unnecessary  for  the  task  at  hand. 

Basically#  financial  reports  as  of  now  on  grants 
consist  of  three  numbers;  the  total  that  was  awarded#  the 
total  that  was  expended#  and  the  total  that  is  left.  One  of 
my  mathematically  inclined  colleagues  points  out  that  one 
needs  only  two  of  those  numbers.  Nonetheless#  the  operating 
agencies  have  accepted  the  challenge  of  developing 
alternative  expressions  of  progress  on  the  award  to 
substitute  for  the  fiscal  surrogate  that  we've  been  using. 

Our  approach  to  that  has  been  to  add  additional 
structure  to  the  scientific  report  to  go  along  with  the 
traditional  free-form  narrative — a  structure  that  will  give 
us  the  opportunity  to  capture  some  picture  of  the 
configuration  of  individuals  and  expertise  that  has  been 
brought  to  bear  on  the  problem#  will  give  us  some  binary 
kinds  of  identification  as  to  whether  major  pieces  of 
equipment  were  acquired  or  not#  and  so  on.  I  believe  this  is 
a  small  change  in  the  cosmic  scheme  of  things  we  have  been 
discussing.  However#  it  will  introduce#  if  adopted#  a 
perturbation  in  the  equilibrium  that  has  set  into  that  set 
of  metabolic  pathways  where  grants  officers  in  the 
institutions  and  faculty  interact#  where  the  institutions 
interact  with  NIH#  where  our  grants  management  staff 
interact  with  our  own  scientific  administrators#  and  where 
all  of  us  interact  with  the  Congress  specifically  and  the 
public  at  large. 

As  has  been  indicated  by  Dr.  Wilson  and  others# 
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change  is  costly.  It  is  costly  in  dollari  and  it  is  costly 
in  energy  and  thought  and  sometimes  gastric  mucosa.  Uhen 
this  particular  change  plays  out/  lue  ujill  have  an 
opportunity  not  only  to  assess  something  about  the  costs  of 
change  in  this  complex  pattern  of  individual  and  institution 
relationships/  but  also  an  opportunity  to  assess  the 
feasibility  of  carrying  out  recommendation  3B/  because  if 
successful/  this  new  format  of  scientific  reporting  might 
give  us  the  administrative  structure  upon  which  to  make  some 
judgments/  both  within  the  institutions  and  on  the  part  of 
the  program  managers  as  to  the  reasonableness  of  the 
scientific  effort/  and  therefore  the  reasonableness  of  the 
expenditures  that  will  later  be  claimed. 

Moving  to  a  second  topic/  under  the  heading  of 
"Aggregation" — specifically/  recommendation  number  9 — there 
are  two  aspects  that  I  found  worthy  of  comment:  One/ there 
is/  I  believe/  only  indirect  reference  in  the  Commission 
report  to  the  notion  of  a  multiple-project  award — in  NIH 
parlance/  the  program  project  grants/  the  center  grants. 

This  is  not  a  commercial  for  the  program  project  grant.  I 
know  of  few  topics  that  stir  more  animated  debate  within  the 
scientific  community  and  among  our  own  program  officials 
than  does  this  topic/  but  one  thing  bears  mention/  and  that 
is/  by  paying  the  price  of  substantive  aggregation  at  the 
time  of  preparing  the  application/  and  paying  the  price  of 
reviewing  that  very  difficult  request  and  administering  it 
subsequently/  there  is  a  dimension  of  flexibility  with 
respect  to  handling  funds  and  activity  that  goes  beyond  many 
of  the  things  that  even  the  Commission  has  suggested.  That 
aspect  of  the  program  project  grant  is  one  of  the  things 
that  needs  more  examination/  in  the  light  of  the  other 
varied  opinions  substantively/  ranging  from  that  it  is  the 
only  way  to  do  certain  ensembles  of  science  to  the  opinion 
that  the  program  project  grant  brings  out  the  worst 
entrepreneurial  characteristics  of  scientists  and  imposes  an 
unnatural  set  of  hierarchies  in  a  community  of  scholars  and 
should  be  used  only  with  great  caution. 

On  a  more  practical  matter/  but  no  less  important/ 
the  current  Public  Health  Service  grant  policy  makes  a 
limited  provision  for  aggregation  of  salary  costs  where  two 
or  more  grants  contribute  to  the  funding  of  a  particular 
individual.  That  provision  is  in  the  fine  print.  It  is 
rarely  exercised/  I  am  told.  It  is  one  that  bears  some 
further  examination  and  further  promotion.  It  is  limited  now 
by  the  constraint  that  it  applies  to  the  confines  of  a 
single  appropriation;  and  as  most  of  you  know/  with  NIH 
having  multiple  appropriations/  we  would  need  to  seek  some 
special  relief  to  apply  that  across  several  of  our 
Institutes/  no  less  than  across  several  Federal  agencies. 

Further/  there  is  also  the  prospect  of  broadening 
the  flexibility  of  that  beyond  the  personnel  category  to 
other  areas/  especially  supplies  and  equipment.  It  is 
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something  that  an  individual  agency  can  do^  and  my  personal 
opinion  is  that  it  is  ojell  worth  some  exploration  on  our 
part  with  higher  levels  of  the  Executive  Branch  and  with  the 
institutions  and  the  scientific  community. 

Finallyj  recommendation  10  that  deals  with 
carryover  is  in  the  category  of  dilemma  for  most  program 
managers.  Were  I  a  principal  investigator  on  an  NIH  project 
grant#  I  would  love  the  notion  of  being  able  to  have  some 
automatic  percentage  of  my  grant  carried  over  from  one  year 
to  another#  without  need  to  explain  or  justify.  Were  I  a 
university  administrator#  I  would  feel  much  the  same  way# 
perhaps  for  slightly  different  reasons. 

From  the  point  of  view  of  the  NIH  program 
management#  however#  the  so-called  "savings" — that  is#  the 
amounts  of  monies  that  are  realized  in  the  annual 
negotiations  each  year#  as  well  as  the  amounts  of  money  that 
are  unexpended  and  never  proposed  for  carryover — constitute 
almost  five  percent  of  the  amount  awarded  for  noncompeting 
continuation  grants.  A  program  administrator  is  therefore 
faced  with  the  dilemma  of  trading  off  the  desirable 
flexibility  for  science  that  would  come  with  some  relaxed 
carryover  provision  with  the  prospect  of  not  being  able  to 
make  as  many  new  and  competing  renewal  awards  as  might 
otherwise  be  the  case. 

Furthermore#  there  is  the  practical  difficulty  of 
each  year  needing  to  compensate  for  the  adjustments  in 
indirect  cost  rates  that  go  on.  As  some  of  you  know# 
indirect  cost  rates  generally  are  set  in  a  provisional  base 
and  then  replaced  with  an  actual  value  for  that  particular 
year  or  time  window.  Adjustments#  in  theory#  may  go  up  or 
down.  The  predominant  experience  over  the  last  16  years  has 
been  that  they  go  up#  for  the  most  part. 

Our  grants  management  staff  have  had  the 
statistical  certainty  of  being  able  to  count  on  a  degree  of 
savings  as  automatically  creating  a  fund  that#  among  other 
things#  could  cover  those  indirect  cost  adjustments.  My 
personal  opinion  is  that  one  practical  avenue  to  explore# 
and  perhaps  a  way  out  of  this  dilemma#  is  to  link  the 
desirability  of  more  carry^over  for  scientists  with  the 
possibility  of  fixing  indirect  cost  rates  and  thereby 
establishing  a  slightly  different  pattern  of  equilibrium  and 
perhaps  efficiency  than  now  occurs. 

In  conclusion#  I  think  I  can  speak  for  NIH  in 
saying  that  we  will  continue  our  tradition  of  trying#  and 
trying  very  hard.  We  all  take  a  good  deal  of  pride  in  those 
who  came  before  us  at  NIH  and  pioneered  the  institutional 
prior-approval  systems  that  have  been  cited  in  the 
Commission  report#  and  we  certainly  are  willing  to  continue 
in  not  only  promoting  the  Government-wide  adoption  but  in 
sharing  in  the  development  of  any  specifics. 
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This  last  day  and  a  halfi  me  have  dealt  uiith  a 
scenario  that  has  many  of  the  elements  of  a  Greek  tragedy. 
There  are  sets  of  forces  around  us  that  seem  to  be  bigger 
than  all  of  us  and  seem  to  have  no  one  in  charge*  and  they 
all  too  frequently  seem  to  resonate  with  our  own  tragic 
flaws#  which  make  the  effects  of  those  forces  all  the  more 
visible.  I  don't  believe  we  are  being  driven#  however#  to 
some  inevitable  destiny.  This  is  a  play  in  which  the  players 
can  alter  their  roles  and  influence  the  roles  of  the  others. 
It  seems  to  me  that  as  long  as  those  of  us  who  are  part  of 
the  supporting  cast  keep  in  mind  that  there  are  two 
players — namely#  the  individual  doing  the  research  and  the 
individual  taxpayer  who  is  paying  for  it — that  those  roles 
are  predominant#  then  we  have  a  chance  to  work  our  way  out 
of  an  otherwise  possibly  hopeless  situation.  Thank  you. 

DR.  FREDRICKSON:  Jim  Kelly? 

MR.  KELLY:  Let  me  ask  a  question#  Bill.  I  have  a 
recollection — I  can't  recall  whether  it's  related  to  an 
internal  audit  report  or  a  Comptroller  General's  report  or 
what  the  source  of  my  information  was#  but  it  relates  to 
this  whole  question  of  accountability  from  a  scientific 
standpoint — and  that  was  that  very  many  of  the  required 
progress  reports  were  never  filed#  and  moreover#  that  a 
final  report  on  a  completed  grant  had  not  been  filed  as  long 
as  five  years  later.  Query:  Has  that  been  corrected#  or  is 
it  still  a  basic  problem  that  the  institutions  don't  really 
fulfill  the  obligation  of  reporting  on  their  research? 

DR.  RAUB:  In  my  experience#  the  problem  was  never 
as  you  stated  it.  That  is#  the  progress  report  associated 
with  a  request  for  continuation  is  virtually  100  percent  in 
compliance  because  of  the  character  of  that  continuation. 
There  is  a  small  problem  continually  associated  with  the 
final  report#  especially  where  that  particular  project  isn't 
renewed.  Ne  have  a  standard  alerting  mechanism  that  includes 
among  other  things  a  letter  from  me  at  some  appropriate 
point.  By  and  large  the  cases  are  quite  isolated.  There  has 
been#  in  my  experience#  an  increasing  degree  of  cooperation# 
and  I  don't  believe  there  is  a  first-order  problem  on  that 
score. 


DR.  FREDRICKSON:  Are  there  other  questions  of  Bill 
Raub?  Dr.  Hansen? 

DR.  HANSEN:  Do  you  think  the  5  percent  is  really 
the  result  of  the  accounting  method — that  is#  that  Pis  must 
leave  some  in  their  budget  until  the  university  accountants 
get  through — versus  how  much  do  you  think  would  be  there  if 
that  system  still  was  changed? 

DR.  RAUB:  My  impression  is  that  it  is  fully  part 
of  it.  I  believe  the  Commission  has  some  reference  to  the 


T  154 


effect  of  the  importance  of  timeliness  in  the  internal 
reporting  from  institutional  financial  managers  to  principal 
investigatori  and  no  doubt  that  contributes  to  the  problem. 

I  believe  at  least  as  big  a  contributor  is  the  sheer  reality 
of  having  to  budget.  The  conseciuences  of  a  cost  overun  are 
severe.  The  likelihood  that  one  uiould  ever  line  up  a  neu 
employee  in  the  position  of  a  departing  employee  (uithout 
having  a  discontinuity  is  almost  zero  in  most  cases. 

DR.  FREDRICKSON:  John  Sherman? 

DR.  SHERMAN:  Two  comments.  Don.  The  first,  having 
sat  through  many  meetings  of  this  sort  over  the  years.  I 
think  this  has  come  a  remarkably  long  way  toward  the 
consensus  you  laid  out  as  the  challenge  yesterday — namely, 
to  define  the  problems — and  therefore  I  think  we  owe  you  and 
your  colleagues  a  real  debt  of  gratitude  for  taking  this 
first  important  step  in  such  a  productive  fashion. 

The  second  has  to  do  with  something  that  I  believe 
is  a  certainty — but  it  might  be  useful  to  be  sure  of 
that — which  is  the  fact  that  our  whole  system  is  built  on 
legislation  that  establishes  the  project  as  the  basis  for 
everything  we  do.  whether  we're  talking  about  any  of  the 
three  phases  that  Linda  mentioned.  Are  we  indeed  able  at 
this  time  to  reaffirm  the  keystone  nature  of  the  project  as 
the  basic  unit  of  doing  business?  Or  should  we  say  that  it's 
probably  true,  but  we  ought  perhaps  to  identify  not  only 
supplemental  sources  or  instruments,  but  perhaps  reexamine 
that  fundamental  consideration. 

I.  for  one.  feel  that  despite  its  obvious 
contribution  to  many  of  our  prob lems--regard less  of  where 
you're  sitting — that  the  project  system  has  stood  the  test 
of  time.  But  it  might  be  useful,  in  the  context  of  being 
certain  of  our  starting  point  in  some  of  these  solutions,  to 
be  sure  that  that's  one  of  the  givens. 

DR.  FREDRICKSON:  Your  question  is  at  least  partly 
rhetorical.  It  will  stand  in  the  record.  It  is  one  that 
needs  to  be  answered,  yes.  Stuart  and  then  Federico. 

DR.  BONDURANT:  I  would  like  to  ask  Bill  a  question 
from  the  point  of  view  of  a  nonspokesman  of  NIH  and  all 
those  things;  but  among  the  issues  that  have.  I  think,  been 
sort  of  floating  around  the  table  the  last  two  days  is  the 
question  of  the  evaluation,  or  the  accountability,  from  a 
purely  programmatic  or  scientific  perspective.  And  Linda.  I 
think,  earlier  suggested  that  maybe  we — if  I  understood  her 
correctly — maybe  we  need  to  think  some  about  a  balance 
between  programmatic  assessment  and  accountability.  That 
leads  me  to  pursue  the  notion  of  what  are  we  doing  right  now 
in  the  way  of  programmatic  accountability  on  an  individual 
project  basis? 
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liy  recollection  isi  like  Jim  Kelly'Si  that  there 
was  prior  severe  criticism  of  the  reporting  system  of  the 
individual  project  grants*  and  there  was  documentation*  I 
think*  in  the  early  Fountain  report  or  Wooldridge*  or  one  of 
the  earlier  ones.  This  was  mentioned*  that  for  the 
nonrenewed  grants*  just  the  ones  that  you  were  describing* 
there  were  a  fair  number  of  them  that  were  open-ended  five 
years  later.  What  I'm  pursuing  is  the  question  of  would  it 
be  worthwhile  from  the  staff  point  of  view  to  consider 
whether  there  is  anything  that  could  be  done  to  strengthen 
this  aspect  of  the  accountability  system  beyond  what  we  now 
do? 


I  know  it's  a  complex  question;  How  do  you  measure 
the  value  of  science  and  so  on?  But  I  just  wonder  if  you  had 
given  thought  to  that  dimension  of  it. 

DR.  RAUB;  Indeed*  my  brief  comments  about  the  new 
structure  for  a  scientific  progress  report  were  along  those 
lines*  and  there  will  be  some  other  public  forum  where  we 
can  go  into  more  detail  about  what  the  characteristics  of 
that  would  be  and  how  I  believe  it  addresses  this  issue. 

In  the  past*  it's  been  convenient  for  both  the 
scientist  as  principal  investigator  and  the  NIH  science 
administrator  to  deal  with  a  free  form  and  often  brief 
narrative  account  of  the  progress  because  of  the  information 
that  could  be  gleaned  from  those  detailed  fiscal  reports. 
It's  not  just  whether  the  money  was  spent  and  for  what*  but 
something  about*  in  fact  a  good  deal  about*  the  nature  of 
the  effort*  the  enthusiasm*  the  direction  of  the  activity* 
and  so  on. 


In  the  absence  of  that  fiscal  crutch*  a  somewhat 
more  structured  account  of  the  scientific  activity  will  be 
needed.  Otherwise*  we  will  be  unable  to  fulfill  our 
accountability  obligations  to  the  Congress  and  to  others.  I 
believe  that  much  can  be  done.  He  would  not  have  proposed 
this  restructured  scientific  form  if  we  didn't  think  it 
could  be  better  than  where  we  were.  The  danger  inherent  in 
this  task  is  one  that  the  Commission  report  notes  very 
clearly*  and  that  is  if  the  scientific  accountability  is 
translated  into  a  tracking  of  the  specific  goals  and 
specific  methodology  laid  out  in  the  original  grant 
application*  it  reduces  science  in  general*  and  basic 
science  in  particular*  to  an  untenable  strai gh t jac ket*  and 
the  swamp  we  must  negotiate  is  to  find  a  way  to  express 
scientific  best-effort  without  setting  up  not  onlq  an 
unrealistic  but  a  damaging  set  of  constraints  with  respect 
to  the  specific  substance  of  that  original  grant  application 
and  where  the  ideas  and  the  research  results  leave  the 
investigator. 


DR.  FREDRICKSON;  Federico  Uelsch*  did  you  have  a 

question? 
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DR.  WELSCH:  Yes.  It  really  was  a  very  short 
comment  on  one  of  Bill  Raub^s  statements!  and  that  is  the  5 
percent  carryover.  I  think  one  should  very  carefully  weigh 
the  advantage  of  funding  a  few  extra  projects  at  the  end  of 
the  year  versus  giving  the  flexibility  to  the  scientists  who 
presumably  have  had  much  higher  priority  and  therefore  got 
their  funds. 


DR.  FREDRICKSON:  Leon? 

DR.  EISENBERG;  One  of  the  issues  that  I  hear 
recurrently  through  this  discussion  is  the  problem  of 
deciding  on  accountability  by  a  large  enough  sample  and  a 
reasonble  bottom  line  so  that  one  can  tell  whether  the  job 
has  been  done  well  and  not  be  distracted  by  either  an 
occasional  glaring  failure  or  misled  by  an  occasional 
marvelous  success. 

It  strikes  me  that  the  problem  in  the  auditing  and 
accounting  professions  is  that  the  penalties  for  an 
occasional  oversight  or  error  far  outweigh  any  benefit  to  be 
gathered  by  having  enabled  something  which  turned  out  by 
accident  to  be  honest.  That  is*  there  is  a  terrible 
asymmetry  in  the  rewards  and  punishments  in  administrative 
roles.  Not  doing  something  is  likely  to  keep  you  much  better 
protected  than  doing  someth ing-~that  is<  insisting  that 
everybody  document  means  that  if  they  cheated/  it's  their 
fault  because  you  asked  for  everything;  whereas  if  you  allow 
some  flexibility/  which  means  that  somebody  could  cheat  and 
be  caught  with  more  difficulty/  the  fact  that  20  people  did 
a  much  better  job  at  less  cost  is  somehow  overlooked. 

And  that  includes  even  the  assessment  of  the  part 
of  the  0MB  that  looks  at  NIH  funding — that  just  as  we  are 
talking  about  scientific  accountability  replacing  some  of 
the  auditing  and  financial  mechanism/  I  would  like  a 
consideration  of  whether  the  auditing  job  has  been  done 
well — whether  it  took  into  account  that  although  a  few 
people  may  have  cheated/  most  things  went  very  well/  and 
that  the  enterprise  prospered. 

It  seems  to  me  that  just  as  a  psychiatrist  who 
sits  in  charge  of  an  institution  for  people 

sub ject/ theoretical ly/  to  criminal  behavior/  and  makes  the 
decision  to  let  somebody  out/  is  terribly  answerable  if  a 
month/  a  year  later  the  man  kills  somebody/  so  the  judge  who 
sentenced  him  for  a  limited  term  is  not  blamed  for  the 
error.  And  that  seems  to  me  the  dilemma  for  anyone  in  an 
administrative  role;  and  it  applies  to  auditors — that  five 
people  caught  cheating  at  a  university  draw  a  lot  of 
attention  while  the  1/000  universities  that  quietly  did  a 
more  efficient  job  go  unnoticed.  What  of  the  fellow  who  kept 
a  clean  account  all  the  way  down  the  line  and  tangled  so 
many  people  in  red  tape  that  the  whole  enterprise  ground  to 
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a  halt? 


Nou<  these  are  obviously  exaggerations#  but 
someuhere  or  another  at  some  level#  this  problem  needs  to  be 
engaged. 


DR.  FREDRICKSON:  Linda? 

DR.  WILSON:  The  question  that  John  Sherman  raised# 
about  whether  the  project  as  the  backbone  is  the  right 
approach  to  continue  to  take#  is  one  the  Commission  has 
looked  at  and  debated  long  and  hard#  and  in  fact#  is  a  part 
of  the  subject  of  the  next  two  reports.  I  think  what  we  feel 
is  that  the  project  is  a  very  good  way  to  select  science# 
but  that  unless  we  recognize  the  limitations  of  that  as  the 
framework#  the  problems#  the  undermining  of  certain 
relationships  that  it  engenders#  and  the  trade-off  that  you 
must  make#  that  then  we  will  continue  to  have  problems#  and 
I  am  afraid  what  we  all  haven't  learned  is  that  we'll  never 
have  a  system  that  will  be  perfect  overall#  and  that  there 
actually  must  be  trade-offs. 

We  looked  a  lot  at  scientific  accountability 
because  we  went  into  the  game  wanting  to  shift  a  lot  of 
attention  away  from  fiscal  accountability.  The  cost  of 
assuring  scientific  accountability  is  probably  higher  than 
the  cost  of  assuring  fiscal  accountability  in  terms  of 
administrative  cost.  I  am  not  sure  it's  higher  in  terms  of 
the  overall  objectives#  and  what  we  were  led  to  is  that 
pressing  for  scientific  accountability  on  a  grant-by-grant 
basis  is  probably  an  error.  The  system  we  have  now  works 
remarkably  well  for  choosing  good  science  and  getting  good 
science  done.  What  we  probably  need  is  retrospective 
evaluation  in  fields#  not  by  grant-by-grant  minute  detail# 
but  a  review  that  wise  choices  were  made  in  scientific 
fields#  and  you  can't  look  at  that  on  an  annual  basis.  One 
has  to  look  at  that  over  a  range  of  time.  One  doesn't  look 
at  it  from  the  point  of  view  of  fixing  blame#  but  from  the 
point  of  view  of  making  better  decisions  in  the  future. 

The  second-guessing  that  could  come  from  a  heavy 
emphasis  on  scientific  accountability  on  a  grant— b y— gran t 
basis  is  a  major  danger  that  we  will  have  to  avoid#  because 
the  scientist  sitting  in  a  chair  in  an  office  can't 
second-guess  a  scientist  at  the  bench  without  going  back  and 
doing  the  same  science  to  see  if  he  would  have  come  out  in  a 
different  place. 

So  I  guess  what  the  Commission  is  really 
suggesting  is  that  the  accountability  itself  is  fraught  with 
dangers  and  that  one  should  look  at  the  whole  picture  and 
very  carefully  choose#  so  that  what  you  do  is  not  lose  the 
whole  show  in  an  effort  to  document  accountability. 

DR.  SHERMAN:  That  question  arose  in  my  mind  as 
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Bill  described  his  plan  for  changing  the  form  and  the  nature 
and  presumablyi  therefore*  the  purpose  of  the  progress 
report*  ranging  all  the  utay  from  the  purely  practical 
considerations  of  who  is  going  to  do  what  with  them*  to  what 
they  mean  in  terms  of  some  new  purpose. 

DR.  FREDRICKSON:  Yes.  Henry  Meadows? 

MR.  MEADOW:  One  of  the  things  that  has  happened  to 
me  this  morning*  and  I  am  not  particularly  happy  about  it* 
is  that  I  have  come  to  the  conclusion  that  in  spite  of  the 
fact  that  we  said  that  we  wanted  to  understand  each  other 
and  that  we  felt  we  have  made  progress  in  understanding  one 
another*  that  this  really  doesn't  seem  to  be  the  case.  No 
one  has  talked  about  the  institution's  role  in  scientific 
accountability*  and  I  can  tell  you  that  the  faculty  at 
Harvard  spends  more  of  its  time  examining  the  scientific 
stature  and  progress  of  its  members  and  of  the  students  than 
it  does  almost  any  other  thing.  This  is  something  that  ought 
to  be  taken  into  account  when  we're  looking  at  scientific 
accountab i 1 i ty . 

Another  thing  which  apparently  we  don't  understand 
is  that  we  can't  mix  appropriations  because  the  Congress*  in 
its  wisdom*  won't  let  us.  Maybe  we've  got  to  do  something 
about  permitting  people  to  mix  appropriations*  if  this  is 
necessary*  in  order  to  provide  a  coherent  framework  in  the 
manufacturing  arm*  if  you  will  forgive  my  using  that 
phrase — namely*  the  university. 

But  I  think  if  we  can  just  get  down  to  these 
issues — explain  how  we  do  act  and  what  is  important  to  us 
and  what  we  are  constrained  by.  I  thought  we  had  done  this 
over  the  last  40  years*  but  I  guess  we  haven't*  because  I  am 
hearing  the  same  things  now  that  I  heard  30  or  40  years  ago. 
I  hate  to  confess  to  that  much  exposure  to  this  problem. 
There  it  is. 

DR.  FREDRICKSON:  Well*  Henry*  maybe  it  hasn't  been 
said  because  most  of  us  think  we  know  it*  but  you're  right. 
We  all  have  to  be  sure  we  know  the  same  things*  if  that's 
possible. 


You  know*  it  would  be  a  lot  worse  if  we  were 
sitting  around  here  in  Bethesda  today  because  the  excellence 
of  the  achievement*  the  substance  of  discovery  were  the 
question.  Let's  be  very  grateful  that  it's  just  a  matter  of 
dollars  and  cents.  ^ 

I  am  really  grateful  to  all  of  you  for  coming 
together  because  I  think  we've  learned  some  things  that  were 
important.  It  has  improved  our  mutual  understanding  of  the 
anxieties  and  the  needs  and  the  ambiguities*  and  we  at  NIH 
certainly  will  do  our  part  to  continue  imaginative  efforts 
and  to  do  what  we  can  to  bring  our  communities  together  in 
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moving  toward  some  resolution.  The  problem  is  difficult*  but 
I  don't  think  it's  impossible. 

The  mark  of  a  small  mind  is  to  like  to  end  morning 
meetings  at  noon.  But  we  need  to  transact  a  little  business* 
which  should  take  about  30  seconds.  There  are  before  the 
Congress  two  Acts  which  bear  very  much  on  the  host 
institution*  the  National  Institutes  of  Health*  and  we  have 
provided  for  you*  in  an  utterly  neutral* 

Leag ue-of-Woman-Voter s  fashion  a  description  of  these  two 
bills*  S.  988  and  H. R.  7036*  both  of  which  are  through  their 
parent  committees  and  heading  toward  open  water.  We'll 
provide  these  for  you  as  you  go  out*  and  1  think  you  should 
study  them.  I  am  grateful  to  a  team  that  prepared  this*  the 
principal  actor  of  which  was  Peter  Slaven*  who*  in  keeping 
with  the  authors  of  most  of  the  important  health  legislation 
of  our  time*  is  about  to  enter  medical  school  this  fall. 

And  I  do  want  to  thank  you  all  very  much  for 
coming.  We  will  stay  in  touch.  We  have  learned  a  lot*  and  we 
have  enjoyed  it*  and  I  know  that  you  have*  too.  With  that* 
our  meeting  is  officially  adjourned.  Thank  you. 

(The  meeting  was  adjourned  at  12:10  p.m. *  on  May 

14*  1980. ) 
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PART  II 
PROCEEDINGS 

Meeting  of  October  20-21,  1980 


Planning  Meeting  for  the  Forty-First  Meeting  of  the 
Advisory  Committee  to  the  Director,  NIH 
(October  20-21  ,  1980) 

MINUTES  OF  THE  MEETING,  MONDAY,  SEPTEMBER  15,  1980 


Dr.  Donald  Fredrickson,  Director,  National  Institutes  of  Health,  chaired 
the  meeting,  which  was  devoted  to  a  review  of  the  tentative  agenda  for  the 
DAC  meeting  in  October.  The  participants  included  those  giving  presentations 
at  the  meeting  and  commentators  from  the  Federal  Government.  (See  Attachment  1 
for  the  list  of  invitees.)  Dr.  Fredrickson  opened  by  noting  the  importance 
of  the  next  DAC  meeting  and  therefore  the  need  for  this  briefing  session. 

He  hoped  that  the  issues  could  be  clearly  defined  so  that  the  presentation 
and  commentary  can  help  elucidate  them  as  much  as  possible  and  suggest 
directions  for  NIH  and  the  Government  to  take.  He  noted  the  heightened 
interest  and  cooperation  following  the  May  DAC  meeting  among  the  staffs  of 
NIH,  the  Public  Health  Service,  and  the  Department  in  the  area  of  grants 
and  contracts  management. 

Dr.  Fredrickson  then  turned  to  the  first  item  on  the  agenda. 


PERSPECTIVES  FROM  THE  OFFICE  OF  HHS  INSPECTOR  GENERAL 


Mr.  Beaudet  represented  Mr.  Richard  Lowe,  the  HHS  Inspector  General.  He 
briefly  summarized  the  key  points  Mr.  Lowe  would  cover  in  his  presentation. 

A  brief  view  of  Congressional  actions  establishing  the  Office  of  the  Inspector 
General  (OIG)  will  be  provided.  The  work  of  the  OIG  will  then  be  summarized, 
including  the  deficiencies  identified.  Mr.  Beaudet  reported  that  NIH  grants 
present  much  less  of  a  problem  with  university  accounting  in  terms  of  fraud 
and  abuse  than  many  of  the  other  HHS  programs.  The  future  problems  will  then 
be  reviewed,  including  0MB  Circulars  A-21  and  A-110.  The  latter  may  signifi¬ 
cantly  increase  the  cost  to  the  universities,  and  these  issues  will  need  to 
be  addressed.  Finally,  Mr.  Beaudet  noted  that  Mr.  Lowe  is  following  a 
recommendation  of  the  National  Commissijan  on  Research  that  a  forum  be  estab¬ 
lished  to  discuss  all  aspects  of  the  Government-university  relationship. 

Mr.  Lowe  strongly  endorses  that  recommendation.  He  says  there  is  general 
agreement  that  the  current  cost  reimbursement  policies  are  not  meeting  the 
needs  of  either  the  Government  or  the  universities.  Under  the  auspicies  of 
Mr.  Lowe's  office,  an  organization  meeting  of  Congressional,  Federal,  and 
university  representatives  will  be  held  in  October  to  provide  such  a  forum. 

ComiTiittee  Discussion 


Mr.  Kelly  urged  that  the  fixed-price  grant  be  included  on  the  agenda  for 
consideration  by  the  forum  representatives,  on  the  basis  of  the  presentations 
at  the  DAC  meeting.  Dr.  Fredrickson  noted  that  Mr.  Lowe's  remarks  at  the 
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DAC  might  focus  on  the  issues,  structure,  and  nature  of  the  forum.  The 
Committee  discussion  migh±  then  be  led  in  a  way  to  be  of  value  at  the 
first  meeting  of  the  forum  representatives. 


MODIFICATION  OF  THE  EXISTING  NIH  GRANT  SYSTEM 


Mr.  Steven  Bernard  briefly  reviewed  the  items  he  would  be  covering  at 
the  DAC  meeting.  They  are  fn  the  following  three  areas:  0)  a  consideration 
of  options  for  some  form  of  "automatic"  carryover  of  unexpended  balances  for 
all  grantees  or  a  class  of  grants,  and  the  likely  impact  of  various  proposals 
both  pro  and  con;  (2),  options  that  would  allow  grantees  under  some  prescribed 
circumstances  to  intermingle  funds  among  "closely  related"  grants;  and 
(3)  possible  changes  in  requirements  for  expenditures  reporting. 

Committee  Discussion 


Dr.  Raub  questioned  whether  these  three  items  should  have  equal  weight. 

Dr.  Wilson  responded  that  the  first  two  are  of  most  interest  to  the  research 
community  and  that  the  emphasis  should  perhaps  be  there.  Dr.  Ellis  commented 
that  the  NSF  is  attempting  to  develop  better  definitions  for  the  "closely 
related"  grants  concept.  Mr.  Bernard  noted  that,  indeed,  one  of  his  workgroups 
is  struggling  with  how  to  define  the  concept  of  closely  related  grants. 

Dr.  Wilson  asked  whether  the  presentation  would  be  on  the  basis  of  science 
and  research  policy  generally  or  more  on  NIH  policy  needs.  Mr.  Bernard  indicated 
that  the  broader  philosophical  issues  would  be  addressed  as  well  as  issues 
germane  to  NIH.  In  concluding  the  discussion.  Dr.  Fredrickson  said  there 
seemed  to  be  general  agreement  that  the  expenditures  reporting  items  should 
be  dropped  so  that  the  discussion  can  focus  on  the  first  two  items  exclusively. 
Mr.  Bernard  agreed. 


THE  FIXED-PRICE  GRANT 


Mr.  Kelly  opened  by  reviewing  the  concept  of  the  so-called  fixed-price 
grant.  (See  Attachment  2  for  his  draft  outline.) 

Dr.  Sol  Schneyer  noted  that  the  savings  may  not  be  very  large  (perhaps  in 
the  neighborhood  of  3  percent),  and  advised  that  in  the  discussion  on  mechanisms, 
the  areas  of  negotiation  should  be  specified  in  advance  to  avoid  misunderstanding. 

To  complement  Mr.  Kelly's  presentation.  Dr.  Wilson  said  that  she  would 
review  the  obstacles  or  problems  in  implementing  the  fixed-price  grant.  She 
noted  first  that  the  name  may  present  problems.  The  Commission  preferred  to 
call  it  a  "grant-in-aid."  "Fixed-price  grant"  has  a  procurement  connotation, 
suggesting  a  shift  to  the  monitoring  of  research  output.  This  would  provide 
problems  for  the  financial  managers  and  auditors  in  terms  of  the  reimbursement 
of  funds  for  research--especial ly  when,  in  their  view,  the  criteria  for  examining 
research  output  are  insufficient. 
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CoFTBTiittee  Discussion 


Mr.  Kelly  pointed  out  that  the  consents  hy  the  Federal  financial  managers 
this  morning  indicated  their  problems  with  the  cost-reimb.ursement  formula. 

He  noted  that  PHS  grants  should  have  originally  been  defined  as  "fixed-price" 
rather  than  "cost-reimbursement."  Mr.  Ellis  said  he  had  always  assumed  that 
the  NSF  treats  grants  as  fixed-price,  and  Mr.  Ling  seconded  this  interpretation. 
Mr.  Kirschenmann  said  that  during  World  War  IT,  cost-reimbursement  principles 
were  applied  because  many  of  the  requirements  of  the  Federal  Ggovernment  did 
not  permit  the  cost  to  be  set  beforehand.  Now  the  research  community  is 
advocating,  ironically,  the  fixed-price  concept.  Mr.  Shoe  noted  that  historically 
the  Office  of  the  General  Counsel  has  insisted  on  retroactive  determination, 
and  that  has  been  the  basis  for  HHS  policy. 

Dr.  Wilson  pointed  out  other  impediments  to  implementing  this  concept.  The 
impact  on  indirect  cost  calculations  should  be  examined,  and  also  the  impact  on 
the  universities  and  investigators.  Under  the  present  system,  the  Federal 
Government,  the  university  administrators,  and  the  principle  investigators 
interact  in  terms  of  both  direct  and  indirect  costs.  With  the  fixed-price 
grant,  however,  the  total  allocation  of  cost  would  be  the  responsibility  of 
the  university  and  investigator  under  the  grant.  Thus,  the  tensions,  now 
at  both  the  local  and  Federal  level,  would  be  shifted  to  the  former. 

Dr.  Fredrickson,  in  summing  up,  observed  that  this  discussion  would  be 
one  of  high  interest  for  the  Committee  and  all  who  will  be  attending  the 
meeting.  The  presentations  should  focus  on  (1)  the  meaning  of  "fixed-price 
grant,"  (2)  the  benefits  of  this  grant,  and  (3)  the  problems  in  attempting 
to  implement  it.  There  followed  general  committee  discussion  on  a  more 
appropriate  title,  such  as  "grants-in-aid,"  "fixed  grant,"  and  the  like.  But 
for  the  present,  it  will  continue  to  be  called  a  "fixed-price  grant." 

Mr.  Beaudet  noted  that  part  of  the  group  assembled  to  create  the 
aforementioned  forum  would  consist  of  Congressional  representatives, 
since  many  of  these  suggestions  would  require  Congressional  action. 

Dr.  Fredrickson  agreed  with  the  importance  of  that  aspect,  but  said  the 
emphasis  should  be  on  administrative  rather  than  Congressional  problems. 

He  stressed  the  need  for  a  good  paper  to  organize  all  the  commentators  and 
those  present  in  the  discussion.  Mr.  Kelly,  following  up  Dr.  Wilson's 
comments,  said  that  the  significance  of  the  fixed-price  grant  lies  in  the 
new  relationships  it  would  create  in  shifting  the  onus  from  the  Federal 
Government  to  the  university  in  the  distribution  of  direct  and  indirect 
costs.  Mr.  Shoe  said  that  a  number  of  obstacles  will  need  to  be  addressed, 
and  that  Mr.  Markowitz  is  preparing  a  paper  and  would  like  to  participate  in 
the  discussion  at  the  Committee  meeting.  (Mr.  Shoe  subsequently  called  to 
report  that  Mr.  Markowitz  will  not  have  the  paper  available  for  discussion 
at  the  meeti ng. ) 

Dr.  Raub  as  a  commentator  noted  the  following.  First,  that  the  fixed- 
price  grant  relates  to  post-award  rather  than  pre-award  relations — to  dollar 
allocation  rather  than  peer  review;  and  that  one  must  clarify  this  from  the 
beginning  so  that  all  will  understand  the  distinctions  here.  Second,  focus 
will  be  on  how  an  experiment  might  be  conducted  to  test  this,  mechanism. 

At  present,  it  is  not  clear  how  this  could  be  done.  Dr.  Fredrickson,  in 
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response,  noted  that  the  thrust  should  be.  Let's  try  an  experiment  and  if 
not,  why  not.  Mr.  Kelly  advised  that  in  order  to  conduct  an  experiment,  the 
following  should  be  observed:  (.1)  several  institutions  should  participate; 

(2)  the  experiment  should  be  done  with-  both  small  and  large  institutions; 
and  [3)  all  NIH  awards  to  those  institutions  should  b£  included.  Mrs.  Schroeder 
noted  the  importance  of  distinguishing  in  such  an  experiment  between  the 
research  project  grant  and  the  centers  and  resources,  grants  in  terms  of 
reimbursement  mechanisms.  And  Mr.  Kirschenmann  advfsed  that  in  setting  up 
the  experiment  one  should  first  define  what  we  would  expect  or  hope  to 
achieve.  There  was  general  concurrence  with  these  reconmendations. 


THE  ORGANIZATIONAL  GRANT 


Dr.  Sherman  opened  by  reviewing  the  history  and  current  state  of  the 
biomedical  research  support  grant  CBRSG).  (See  Attachment  3  for  his  draft 
paper.)  In  opening  the  committee  discussion.  Dr.  Fredrickson  commented 
that  Dr.  Sherman  is  advocating  this  instrument.  He  noted  that  the  grant 
seemed  to  be  favored  more  by  the  Congress  than  by  the  Department  or  the  0MB. 

Mr.  Kelly  pointed  out,  however,  that  it  was  Secretary  Folsom  who  gained 
support  for  this  grant  mechanism  (as  well  as  for  the  establishment  of  the 
National  Institute  of  General  Medical  Sciences). 

He  then  added  that  in  evaluating  the  BRSG,  one  should  examine  the  original 
goal  that  was  not  met--namely,  support  for  the  young  principal  investigator. 

He  said  that  a  number  of  mechanisms,  such  as  research  fellowship,  have  been 
created  to  foster  support  for  the  PI  and  that  perhaps  we  should  consider 
amalgamating  the  several  mechanisms  to  achieve  this  goal. 

Dr.  Fredrickson  also  suggested  that  Dr.  Sherman  might  compare  the 
original  guidelines  that  governed  these  awards  with  the  present  ones, 
which  are  far  more  stringent.  Dr.  Sherman  agreed  to  do  so.  Mr.  Kelly 
also  observed  that  in  the  initial  evaluation  of  the  BRSG,  Congressional 
examination  focused  on  the  use  of  this  mechanism  for  funding  grants  that 
were  reputedly  rejected  under  the  peer  review  system.  Dr.  Sherman  said 
that  the  program  encountered  difficulties  more  through  lack  of  vigorous 
support  by  the  principle  investigators.  Mr.  Kelly  asked  how  strongly  the 
Institutes  support  BRSG.  Dr.  Fredrickson  said  that  there  is  support,  but 
it  is  not  directly  linked  to  the  missions  or  programs  of  the  individual 
Insti tutes . 

Dr.  Merritt  remarked  that  the  BRSG  mechanism  can  support  innovative  research 
proposals.  In  effect,  it  can  be  a  safety  net  for  them  and  might  allow  for 
small  pilot  studies. 


SLOAN-KETTERING  MODEL 

Dr.  Herman  provided  a  historical  perspective  on  the  development  of  the 
grant  to  Sloan-Kettering  Institute  and  the  ultimate  fate  of  that  award. 

(See  Attachment  4  for  his  draft  paper.) 
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In  conmenting  on  Dr.  Herman's  presentation,  Dr.  Fredrickson  said  that 
the  grant  never  was  evaluated  for  its  effect  on  science,  but  was  terminated 
more  because  of  Legislative  and  Executive  Branch  considerations  about 
legislative  authority  and  its  implementation.  Mr.  Kelly  said  he  had 
originally  opposed  this  award—that  it  had  succeeded  because  it  was  given 
to  an  outstanding  institution,  b.ut  it  was  dangerous.  The  Department  of 
Education,  he  continued,  once  used  such  a  model  to  create  regional  educa¬ 
tional  centers  that  had  been  difficult  to  terminate.  In  his  view,  the 
project  grant  individually  ranked  under  the  peer  review  system  is  far 
easier  to  justify  and  monitor  than  the  block  type.  He  then  asked  whether 
this  grant  led  to  the  creation  of  NCI's  Cancer  Center  program.  Dr.  Fredrickson 
responded  that  in  effect  the  Centers  are  slowly  changing  to  a  center  core 
embracing  ROls  and  POls  obtained  as  usual  through  the  peer  review  system. 
Finally,  Dr.  Fredrickson  suggested  that  Dr.  Herman  try  to  focus  on  the  use 
of  the  instrument  generically  rather  than  on  the  special  connection  with 
Sloan-Kettering.  He  also  noted  that  Dr.  Ling  will  serve  as  one  of  the 
commentators.  Dr.  Ling  has  reviewed  NSF  organizational  grants,  publishing 
his  results  in  last  week's  issue  of  Science.  (See  Attachment  5  for  that 
article.)  He  mentioned  that  his  comments  would  reflect  on  the  study  conducted 
for  NSF  and  the  DOE. 


PERSPECTIVES  ON  INDIRECT  COST 

Dr.  Fredrickson  opened  by  noting  th-at  this  was  a  followup  to  the  dis¬ 
cussion  on  indirect  costs  at  the  last  m.eeting.  Here,  we  would  like  to  know 
how  NSF  and  PHS  apply  the  rates  to  the  institutions  and  especially  how 
these  agencies  differ  in  doing  so. 

Dr.  Wilson  said  it  would  be  important  to  discuss  the  key  concern  of  Dr.  Brown-- 
that  indirect  costs,  negotiated  annually,  reflect  inflation,  whereas  direct 
costs  have  no  mechanism  for  taking  inflation  into  account. 

There  was  general  discussion  on  the  issues  of  how  NIH  handles  direct  and 
indirect  costs  as  opposed  to  NSF,  under  cost-reimbursement  and  fixed-cost 
principles.  It  was  agreed  that  the  system  for  both  is  hybrid,  but  that  NIH 
is  closer  to  the  cost-reimbursement  principle  and  NSF  to  the  fixed-price 
principle.  Dr.  Fredrickson  concluded  by  asking  Drs.  Ellis  and  Shoe  if  they 
could  work  out  an  agreement  to  highlight  the  differences  between  the  two 
agencies,  perhaps  using  a  slide  or  a  "diagram  distributed  before  the  meeting. 

Dr.  Fredrickson  then  called  on  Dr.  Ebel ,  who  will  present  the  University 
of  Wisconsin  procedures.  Dr.  Ebel  noted  that  the  agenda  says  "university  pro¬ 
cedures"  and  should  more  correctly  state  "University  of  Wisconsin  procedures." 
The  agenda,  it  was  agreed,  would  be  changed.  How  universities  operate,  he 
said,  depends  in  large  part  on  their  system  of  governance  and  their  budget 
structure — that  there  are  great  differences  in  terms  of  how  to  handle  these 
kinds  of  issues  between,  for  example,  public  and  private  institutions.  He 
noted  that,  beginning  in  1971,  the  University  of  Wisconsin  began  to  address 
the  issue  of  indirect  cost  rates  because,  as  they  increased,  principal 
investigators  became  concerned.  Steps  were  taken  to  educate  the  Pis  and  to 
set  up  advisory  committees  that  address  these  issues  and,  more  recently, 
focus  on  how  to  comply  with  0MB  Circular  A-21 .  Dr.  Fredrickson  comnented  that 
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Jr.  Ebel's  presentation  would  be  most  ins;tructive  to  the  Committee,  especially 
in  light  of  discussions  at  the  last  DAC  meeting. 


CONCLUSIONS 

Dr.  Fredrickson  then  briefly  summarized  the  second  day's  agenda,  which 
will  focus  on  (1)  new  HHS  debarment  regulations,  [21  NTH  grant  policies 
concerning  commercial  organizations,  and  [3)  Nlfi  training  trends  and  policies. 
He  concluded  by  requesting  that  all  presenters;  send  papers  by  October  1  to 
Dr.  Perpich,  who  will  then  prepare  briefing  books  and  distribute  them  to  all 
commentators  and  participants  at  the  meeting.  He  urged  that  the  presenters 
get  in  touch  with  the  commentators  so  that  there  can  be  as  much  preparatory 
interchange  as  possible.  Dr.  Fredrickson  concluded  with  the  hope  that  the 
meeting  would  be  able  to  provide  advice  to  NIH,  the  Department,  and  more 
generally,  the  Government  and  the  Congress  on  policies  that  might  reduce 
the  friction  between  the  Government  and  the  universities.  The  meeting  was 
adjourned  at  11:30. 


Respectfully  submitted. 


■Associate  Director  for 
Program  Planning  and  Evaluation 
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ADVISORY  COMMITTEE  TO  THE  DIRECTOR 


Minutes  of  the  41st  Meeting 
October  20-21,  1980 


FIRST  DAY:  OCTOBER  20 


The  41st  meeting  of  the  Advisory  Committee  to  the  Director,  NIH,  (DAC)  was 
held  at  the  National  Institutes  of  Health,  Bethesda,  Maryland.  Dr.  Donald 
S.  Fredrickson  chaired. 


Introduction  and  Overview 

Dr.  Fredrickson  opened  by  stating  that  the  meeting  would  follow  up  on  the 
issues  raised  at  the  DAC  meeting  of  May  13-14  devoted  to  the  topic  "Health 
Research  in  Educational  Institutions--Costs  and  Accountability."  This  meeting 
narrows  the  focus  on  Federal  support  for  health  research  to  possible  NIH  funding 
mechanisms  and  policies.  Dr.  Fredrickson  said  that  several  of  the  presentations 
would  be  addressing  improved  ways  of  dealing  with  research  costs  and  accountabil 
ity  issues.  He  noted  the  importance  of  these  issues  to  the  Government  and  the 
scientific  community.  Increasingly  one  hears  how  Federal  agencies  are  con¬ 
straining  university  research  work  and  progress. 

Dr.  Fredrickson  related  that  in  a  recent  speech  in  New  York  he  had  cited  Clark 
Kerr's  observation  (1964)  that  there  were  two  great  impacts  of  the  Government  on 
universities  over  the  previous  hundred  years--namely,  legislation  establishing 
the  land  grant  schools  and,  during  World  War  II,  a  major  Federal  commitment  to 
fund  research  in  the  universities.  Both  of  these  actions.  Dr.  Fredrickson  be¬ 
lieved,  were  expressions  of  strong  popular  intent  to  have  the  universities  be 
utilitarian  and  egalitarian.  Now,  however,  mounting  Federal  intervention  seems 
to  be  at  cross  purposes  with  this  ideal.  With  increasing  Federal  dollars, 
especially,  have  come  increasing  regulations.  Thus,  there  are  shifting  frames  of 
reference,  with  much  greater  stress  on  fiscal  responsibility,  and  the  univer¬ 
sities  are  burdened  in  many  important  areas  through  requirements  for  institu¬ 
tional  review  boards,  biosafety  committees,  and  so  forth. 

NIH  has  attempted  to  mitigate  onerous  restrictions  by  assisting  in  establishing 
national  standards  and  delegating  the  responsibility  for  enforcement  and  moni¬ 
toring  to  the  local  institutions.  In  the  area  of  accountability,  however,  it  is 
clear  that  much  more  has  to  be  done  by  both  the  Federal  Government  and  the 
universities  to  get  all  relevant  parties  to  discuss  the  issues--on  the  Federal 
side,  the  program  managers  and  auditors,  and  on  the  university  side,  the  adminis 
trators  and  faculty.  It  is  essential  that  there  be  a  better  all-around  under¬ 
standing  of  the  Federal  policies  on  auditing  and  the  nature  of  research  and  its 
institutions. 
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This  is  critically  important  because  of  the  changes  occurring  in  regard  to 
Federal  support.  The  NIH  budget  is  leveling  off,  and  it  is  ironic  that  this 
comes  at  a  time  when  the  fruits  of  the  Federal  investment  over  the  past  30  years 
are  tumbling  out  faster  than  they  can  be  handled.  Some  fields,  of  course,  are 
moving  much  faster  than  others,  but  how  to  deal  effectively  with  research  oppor¬ 
tunities  and  leveling  of  funds  is  a  creative  challenge  for  the  Government  and 
the  scientific  community.  In  several  areas,  notably  genetics  and  immunology, 
the  deficits  in  trained  people  to  handle  the  applications  and  cope  with  the 
advancements  will  increase  unless  there  is  steady  support  for  scientists. 

Dr.  Fredrickson,  in  concluding,  lauded  the  splendid  forum  provided  by  the  last 
Director's  Advisory  Committee  meeting,  including  the  consultants  who  had  contri¬ 
buted  significantly  in  defining  the  issues  of  accountability  and  research.  The 
stress  will  now  be  on  ideas  and  how  things  might  be  changed  to  deal  with  (in  Jim 
Kelly's  phrase)  "accounting  and  accountability."  Then  Dr.  Fredrickson  turned  to 
the  first  speaker,  Mr.  Richard  Lowe,  the  Inspector  General  (Designate)  of  HHS. 


Perspectives  from  the  Office  of  the  HHS  Inspector  General 

Mr.  Lowe  stated  (see  Attachment  A)  that  in  1979  there  were  1,500  audit  reports. 
These  identified  some  $188  mill  ion  in  recommended  financial  adjustments,  of 
which  about  $14  million  related  to  institutions  of  higher  education.  In  addi¬ 
tion,  the  universities  had  claimed  $187  million  in  costs  that  were  not  supported 
by  accounting  or  other  records  required  by  Federal  regulation.  As  a  result, 
these  amounts  had  to  be  set  aside  for  negotiation  between  program  and  university 
officials. 

Committee  Discussion 


Dr.  Howard  Temin  inquired  how  much  of  the  $14  million  and  the  $187  million 
related  to  NIH  grants.  Mr.  Lowe  reported  that  most  did.  Dr.  Temin  also  asked 
for  estimates  concerning  the  costs  of  the  audit  agency  that  is  part  of  the 
Office  of  the  Inspector  General.  Mr.  Lowe  said  he  didn't  have  those  figures 
readily  available  but  could  provide  them  to  the  Committee.  As  to  the  cost  of 
auditing,  approximately  four  dollars  are  collected  for  each  dollar  spent.  He 
acknowledged  that  this  is  an  average  figure;  clearly,  the  components  might  be 
different  for  an  audit  of  the  Health  Care  Financing  Administration's  funds 
versus  those  of  NIH.  He  also  emphasized  that  the  creation  of  the  Department  of 
Education  has  not  resulted  in  a  transfer  from  his  office  of  the  auditing  func¬ 
tions  for  research  grants. 

Dr.  Ramey  pointed  out  that  auditing  problems  frequently  arise  concerning  support 
of  students  from  research  grants.  She  asked  why  these  costs  were  not  allowable. 
Mr.  Lowe  explained  that  the  basis  for  disallowances  here  include  the  fact  that 
students  receive  Federal  fellowships  and  other  Federal  support--that  if  support 
from  research  grants  were  allowed,  the  universities  might  appear  to  be  double¬ 
billing  the  Federal  Government.  He  stressed  that  his  office  is  responsible  for 
implementing  the  regulations,  but  that  he  is  not  directly  responsible  for  the 
underlying  policies.  These  are  just  the  kinds  of  issues,  Mr.  Lowe  noted,  that 
need  to  be  pursued  in  a  broader  forum  as  recommended  by  the  National  Commission 
on  Research.  Mr.  Lowe  emphasized  his  support  for  such  a  forum  as  a  means  to 
bring  out  new  ideas  and  perhaps  more  effective  solutions  to  a  number  of  the 
long-standing  problems  between  the  Government  and  the  universities.  It  is  a 


[157] 


3 


high  priority  of  the  Department,  of  OSTP,  and  of  the  Vice  President  that  such  a 
forum  be  convened.  Dr.  Ramey  responded  to  the  effect  that,  in  her  view,  the 
Government  is  getting  two  benefits  from  supporting  these  students:  not  only  are 
scientists  being  trained,  which  is  a  Federal  objective,  but  research  itself  is 
being  furthered. 

Dr.  John  Sherman  commented  that  the  AAMC  and  other  associations  have  discussed 
the  approaches  taken  by  different  agencies  to  the  interpretation  and  implemen¬ 
tation  of  0MB  Circular  A-21.  He  asked  whether  Federal  policies  regarding  its 
implementation  could  be  coordinated.  Mr.  Lowe  replied  that  there  are  monthly 
meetings  of  all  Federal  Inspectors  General  and  that  the  implementation  of  A-21 
is  a  key  issue  on  the  agenda.  However,  the  forum  may  be  a  better  approach  for 
consideration  of  A-21  in  the  broader  context  of  Federal  policies  and  regulations 
regarding  the  universities. 

Henry  Kirschenmann  spoke  briefly  about  the  responsibilities  of  his  office,  which 
receives  the  audit  reports  and  attempts  to  settle  the  exceptions  raised  by  the 
auditing  staff  of  the  Inspector  General.  His  office  works  closely  with  the 
Department  of  Defense  and  other  agencies  to  coordinate  interpretations  of 
0MB  Circular  A-21;  and  indeed.  Defense,  HHS,  NSF  and  the  0MB  now  agree  on  the 
approach.  In  addition,  copies  of  audit  reports  from  HHS  are  sent  to  all  the 
agencies  so  that  they  will  get  a  better  sense  of  how  the  circular  is  being 
interpreted.  Mr.  Kirschenmann  also  addressed  stipend  policies.  Historically 
the  Federal  position  has  been  that  research  grants  should  not  be  charged  for 
student  aid.  He  noted  that  the  term  is  now  confused  because  the  universities 
use  it  as  a  rubric  for  any  kind  of  financial  aid  to  students.  He  added  that  0MB 
Circular  A-21  now  permits  the  work  of  students  on  a  grant  to  be  charged  to  the 
grant  where  payment  is  conditioned  upon  the  performance  of  the  work. 

Mr.  Kelly  spoke  to  the  $187  million  in  claims  cited  by  Mr.  Lowe.  That  figure, 
he  pointed  out,  was  only  about  6  percent  of  the  total  current  NIH  expenditure. 
Why,  then,  is  it  necessary  to  spend  a  good  deal  of  time  trying  to  improve  the 
system  for  monitoring  the  university's  disbursal  of  NIH  funds?  Indeed,  it  is 
questionable  in  the  sense  that  the  order  of  magnitude  is  out  of  proportion  to 
the  problems  created.  Out  of  the  $187  million  claimed,  the  net  resolution  will 
be  close  to  zero.  Mr.  Lowe  responded  that  this  $187  million  represents  claims 
of  universities  beyond  those  supportable  by  their  audit  records  or  accounting 
systems.  He  wanted  to  emphasize  that  he  wasn't  saying  these  universities  hadn't 
spent  the  money,  only  that  they  can't  accouat  for  it  for  purposes  of  Federal 
support.  This,  he  said,  is  the  core  of  the  problem:  accounting  requirements 
must  be  sufficient  to  support  university  claims. 

Mr.  Kirschenmann  noted  that  over  the  past  12  months  his  office  has  received  200 
audit  reports  concerning  serious  auditing  deficiencies.  Eighty  or  ninety 
percent  involve  universities,  and  90  percent  of  those  relate  to  time-and-effort 
reporting.  He  said  that  more  than  100  of  these  reports  were  settled  finally 
between  the  Government  and  the  universities.  Therefore,  it  is  important  not  to 
magnify  the  problem  with  discussions  between  the  Government  and  the  universities 
one  must  keep  in  mind  that  settlements  can  usually  be  reached. 

Mrs.  Margery  Hoppin  observed  the  following  points  concerning  these  set-asides 
cited  by  Messrs.  Lowe  and  Kirschenmann.  Basically,  the  rules  have  been  the  same 
since  the  '60s,  but  now,  the  Federal  auditors  are  setting  more  rigid  interpre¬ 
tations.  Accordingly,  the  universities  must  now  spend  thousands  of  dollars  in 
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order  to  comply.  Dr.  Stuart  Bondurant  suggested  that  perhaps  agreements  reached 
between  the  Government  and  the  university  are  not  based  so  much  on  satisfaction 
by  the  latter  as  on  acceptance  of  the  inevitable. 

Mr.  Kirschenmann  noted  that  0MB  Circular  A-21  as  newly  revised  is  an  important 
step  to  reduce  the  burdens  on  the  universities.  Before,  time-and-effort  report¬ 
ing  was  required  on  a  monthly  basis;  now  it  is  on  a  semester  basis.  He  noted, 
however,  that  the  universities  continue  to  ask  for  monthly  rather  than  semester 
reports.  Dr.  Bondurant  said  that  the  university  may  want  to  prevent  retroactive 
disallowances  that  have  been  occurring  over  the  past  decade.  Mr.  Kirschenmann 
believed  that  such  disallowances  would  not  occur  if  the  newly  revised  A-21 
procedures  were  followed. 

Dr.  Linda  Wilson  pointed  out  that  the  National  Commission  on  Research  examined 
a  case  of  one  university's  set-aside  problems.  It  involved  a  university  where 
between  $15  and  $50  million  was  set  aside  on  the  basis  of  audit  reports.  In 
examining  the  audit  reports,  however,  it  was  clear  that  the  set-aside  could  be 
resolved  with  better  information.  She  expressed  concern  that  Mr.  Lowe  in  his 
speech,  while  urging  more  cooperation,  had  raised  the  questions  whether  wrong¬ 
doing  by  researchers  was  "just  an  isolated  incident  or  the  tip  of  an  iceberg." 
The  statement,  she  said,  suggests  that  greater  monitoring  surveillance  by  the 
Federal  Government  might  be  needed  to  uncover  whether  there  is  more  fraud  and 
abuse  than  appears  to  exist.  Mr.  Lowe  denied  that  that  was  his  intent.  His 
figures  showed,  as  stated  in  his  speech,  that  there  is  no  major  problem  of  fraud 
and  abuse  among  the  universities.  It  was  important  to  recognize,  however,  that 
his  office  was  statutorily  created  by  the  Congress,  that  he  must  report  not  only 
to  the  Secretary  but  to  the  Congress  as  well,  and  that  their  interest  is  in 
ensuring  appropriate  spending  of  Federal  funds.  Thus,  the  key  concern  is  to 
maintain  the  highest  fiscal  standards  for  Federal  expenditures. 

Dr.  Fredrickson  thanked  Mr.  Lowe  for  his  presentation  and  added  that  it  was  an 
excellent  overview  and  set  the  stage  for  the  entire  day's  proceedings. 


Modification  of  the  Existing  Grants  System 

Mr.  Steven  C.  Bernard's  presentation  is  provided  in  Attachment  B.  His  conclu¬ 
sions,  which  he  said  at  this  point  were  only  recommendations  of  NIH's  Grants 
Management  Advisory  Committee,  are  as  follows: 

1.  That  there  be  no  changes  regarding  NIH/PHS  policy  on  carryover  of 
funds.  The  reason  is  that  the  use  of  unobligated  balances  as  funding 
offsets  (deductions)  allows  NIH  to  award  several  hundred  additional 
grants  each  year.  He  also  said  there  are  no  hard  data  regarding 
requests  for  carryover,  but  in  a  brief  survey  of  grants  management 
officers,  there  seems  to  be  general  agreement  that  approximately  10 
percent  of  all  grantees  request  carryover  and  that  approximately  half 
of  those  requests  are  approved.  Thus,  the  present  system  does  allow 
for  carryover  if  judged  to  be  warranted,  but  not  on  an  automatic  basis. 

2.  That  present  NIH/PHS  procedures  be  expanded  somewhat  to  permit  inter¬ 
mingling  of  funds  other  than  just  salaries  between  "closely  related" 
grants.  There  seems  to  be  a  general  consensus,  however,  that  the 
number  of  projects  identified  as  closely  related  for  purposes  of  the 
intermingling  of  funds  would  not  increase  significantly. 
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Committee  Discussion 


Dr.  Fredrickson  opened  the  discussion  by  commenting  that  Mr.  Bernard  had 
presented  a  careful  account  of  possible  fine-tuning  in  the  NIH  system  for  the 
management  of  grants.  Concerning  the  carryover  provision,  Dr.  Fredrickson  said 
he  frequently  speaks  with  university  officials  who  ask  why  NIH  does  not  provide 
more  support  through  instruments  like  the  organizational  grant.  He  noted  the 
savings  NIH  achieves  that  permit  additional  funding  for  research  project  grants, 
stating  that  this  is  especially  important  now  that  NIH  is  committed  to  funding  a 
minimum  of  5,000  new  grants  each  year--a  commitment  that  has  strong  Congres¬ 
sional  and  Administration  support.  In  terms  of  transfer,  the  key  problem  here 
is  institutional  versus  research  project  funding.  The  highly  categorical  struc¬ 
ture  of  NIH  has  worked  well,  especially  in  Congressional  and  Administration 
relations,  but  the  tension  with  the  university  derives  from  this  system,  espe¬ 
cially  in  post-award  accounting.  These  are  key  management  issues  for  NIH  and 
the  cormiunity  it  serves  and  supports. 

Dr.  Samuel  Thier,  commenting  on  Mr.  Bernard's  paper,  agreed  that  it  was  good 
policy  to  preserve  the  carryover  in  order  to  fund  new  grants  and  suggested  that 
this  could  form  the  basis  of  an  incentive  system.  For  example,  if  it  appears 
that  NIH  can  recoup  a  2  to  3  percent  savings,  then  perhaps  those  savings  could 
be  increased  to  5  percent  by  telling  the  investigator  that  2  to  3  percent  of 
that  would  automatically  be  used  for  carryover  and  the  remainder  to  fund  new 
grants.  Such  a  policy  would  induce  the  investigator  to  be  more  economical.  In 
addition,  there  clearly  should  be  some  form  of  automatic  carryover  for  the 
longer-term  grants,  such  as  those  running  3  to  5  years.  Here,  inflation  takes 
a  special  toll.  Just  to  keep  up  with  salary  support  alone  is  providing  fewer 
dollars  from  the  grant  for  equipment  and  supplies,  and  this  latter  category 
seems  to  be  even  more  ravaged  by  inflation  than  other  sectors  of  the  economy. 

Dr.  Thier  then  commented  on  the  question  of  intermingling  of  funds.  He  noted 
that  a  decade  ago  the  policy  was  to  push  for  program  project  grants  and  centers 
because  these  instruments  seem  to  encourage  interaction  among  researchers  and 
disciplines.  Now  the  focus  is  shifting  more  to  support  for  research  project 
grants  because  of  the  fiscal  pressures  from  the  leveling  of  funds  and  resources. 
Thus,  the  issue  today  is  how  to  use  the  project  grant  and  yet  provide  for 
continued  exchange  among  the  scientists. 

Another  consideration  is  the  shift  in  relationships  that  accompanies  the  shift 
in  type  of  grant.  With  the  research  project  grant,  the  relationship  is  more 
between  the  investigator  and  NIH,  whereas  the  center  and  program  project  grants 
favor  interaction  between  the  principal  investigator  and  his  or  her  institution. 

Mr.  Kirschenmann  commented  that  a  large  part  of  the  audit  disputes  center  on  the 
relatedness  issue,  which  is  something  that  must  be  dealt  with  adequately.  In 
his  view,  it  is  a  program  call  rather  than  an  auditing  call.  Basically, 
accounting  will  follow  the  intent  of  the  program  managers. 

In  responding  to  Dr.  Thier' s  remarks.  Dr.  Fredrickson  asked  what  the  effect  on 
the  young  investigator  would  be  if  intermingling  of  funds  and  transfer  among 
grants  were  permitted.  Would  this  create  problems  for  the  young  investigator 
with  his  or  her  institution?  Dr.  Temin  replied  that  basically  it  depends  very 
much  on  the  institution,  the  senior  investigator,  and  the  young  investigator's 
relationship  with  both.  It  could  either  help  or  harm,  depending  on  those 
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relationships.  Dr.  Carlos  Eyzaguirre  noted  that  the  young  investigator  must 
have  independence,  but  also  that  the  collaboration  at  his  or  her  institution 
is  most  important;  and  Dr.  Hansen  commented  that  independence  is  essential, 
but  that  there  are  advantages  to  sharing  a  facility's  resources.  Dr.  Elvin 
Kabat  seconded  that,  noting  the  importance  for  the  young  investigator  of 
cooperation  and  collaboration,  especially  in  the  use  of  scientific  instru¬ 
ments  and  the  like. 

Dr.  John  W.  Eckstein,  commenting  on  Mr.  Bernard's  paper,  stressed  that  the 
proposals  and  recomnendations  were  sound  and  sensible.  The  key  here  must  be 
on  permitting  the  mtiximum  degree  of  flexibility,  not  only  for  the  young 
investigator  and  the  institution,  but  for  NIH  as  well.  Dr.  Wilson  noted  that 
most  of  the  transfers  at  the  university  occur  for  salaries,  and  she  noted  the 
special  problem  for  the  universities  where  they  must  pay  the  salaries  while 
waiting  for  the  award  notices  to  arrive.  It  is  in  these  circumstances  that 
the  transfers  often  occur.  Much  thought  has  gone  into  this,  particularly  at 
the  National  Science  Foundation,  and  clearly,  NIH  should  consider  as  a  first 
step  the  one  investigator  with  many  projects  as  a  way  to  begin  the  concept  of 
transfer.  But  the  key  problem  is  that  many  investigators  have  monies  from 
different  agencies  with  different  projects--from  different  components  of  NIH, 
for  example--and  for  different  fiscal  years.  These  all  have  to  be  carefully 
examined.  Concerning  the  problem  of  the  young  investigator,  there  must  be 
mechanisms  at  the  institution  that  would  protect  the  integrity  of  the  investi¬ 
gator  and  protect  against  abuse  in  funding;  but  more  thought  must  also  be 
given  to  the  question  of  how  to  permit  the  necessary  flexibility  to  counter 
the  increasing  compartmental ization  of  science  that  prevents  intellectual 
stimulation  among  disciplines.  New  approaches  are  needed  here. 

Mrs.  Hoppin,  in  commenting  on  the  paper,  felt  that  cost  transfers  should  be 
encouraged.  There  should  be  increased  creativity  and  efficiency,  and  what  is 
important  here  is  not  to  focus  on  the  process  but  on  the  research  results. 

The  investigator  needs  flexibility  for  transferring  funds.  There  are  rules 
for  advance  notice  and  possible  transfer,  but  they  are  obscure  and  the  disputes 
will  continue.  She  said  that  we  really  don't  need  a  definition  for  relatedness 
as  had  been  suggested  earlier,  that  all  know  what  it  means.  Auditors  and 
program  managers  are  making  decisions  in  parallel,  and  there  needs  to  be 
greater  coordination  here  to  achieve  some  sensible  results. 

Dr.  Fredrickson  said  the  focus  should  first  be  on  the  investigator  with 
several  instruments  of  support.  Dr.  Denis  Prager  said  we  should  be  consid¬ 
ering  here  what  is  happening  in  other  parts  of  the  Federal  Government  where, 
particularly  in  the  regulatory  area,  performance  standards  are  set  and  then 
the  means  to  achieve  them  is  left  to  the  representative  parties,  including 
industry.  He  noted  that  we  seem  to  be  taking  the  incentive  away  from  the 
principal  investigator  to  use  the  funds  most  efficiently  for  research.  The 
present  system,  in  effect,  requires  the  investigator  to  use  or  lose  the 
funds--that  is,  to  spend  them  before  the  grant  is  up  or  turn  them  back. 

Thus,  we  must  think  again  about  the  goals  and  provide  incentives  for  the 
institutions  to  achieve  them. 

Dr.  Hansen  said  that  the  figure  of  2  percent  as  last  reported  by  Mr.  Bernard 
will  probably  reflect  the  lowest  error  rate  by  the  investigators  as  a  margin 
for  not  overspending  on  their  grant.  She  endorsed  Dr.  Thier's  concept  of 
taking  a  fixed  amount  at  the  "front  end"  of  the  grant,  which  would  then  per¬ 
haps  permit  automatic  carryover  with  yet  additional  funding  for  a  new  grant. 
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If  this  were  done,  then  the  investigator  would  not  need  to  dump  funds  at  the 
end  of  the  grant  period,  but  would  have  an  incentive  to  carry  them  over. 

Dr.  Temin  remarked  that  inflation  is  driving  the  costs  of  research  up  signi¬ 
ficantly,  especially  in  terms  of  research  materials.  Thus,  the  investigator 
must  turn  increasingly  to  supplemental  grants.  He  noted  that  some  of  the  new 
grants  funded  from  the  2  percent  as  defined  by  Mr.  Bernard  might  be  supplemental 
grant  requests  and  not  additional  funds.  On  the  question  of  relatedness,  he 
said  that  the  test  should  be  the  intent  of  the  principal  investigator  as  the 
best  approach,  rather  than  adherence  to  some  standard  definition.  Dr.  Wilson 
commented  that  she  has  been  working  with  the  National  Science  Foundation  on 
the  question  of  cost  transfers.  Discussions  have  focused  on  transfers  involv¬ 
ing  the  same  discipline  and  different  disciplines  and  on  the  areas  of  applied 
and  developmental  research.  But  she  felt  that  a  lot  more  thought  has  to  be 
given  to  the  way  the  Federal  Government  deals  with  administration  of  grants 
once  they  are  awarded,  and  that  the  Government  must  accept  a  certain  margin 
of  error  with  the  fuzziness  in  the  system  that  seems  requisite  to  good  re¬ 
search. 

Dr.  Marvin  Ebel  commented  that  relatedness  in  science  really  encompasses  all 
of  science.  There  should  be  a  presumption  of  relatedness.  Also,  the  young 
investigator  can  be  hampered  by  lack  of  complete  independence.  Because  of 
the  way  science  is  now  organized,  cooperation  and  collaboration  are  essential. 

Mr.  Bernard,  in  summing  up,  stated  that  the  discussions  focused  on  the  desire  to 
accommodate  automatic  carryover  while  providing  full  reimbursement  for  indi¬ 
rect  costs  and  at  the  same  time  funding  more  grants,  but  that  it  is  impossible 
to  do  all  three  with  the  present  budgetary  restraints.  It  may  have  been  possi¬ 
ble  when  virtually  100  percent  of  approved  applications  were  funded,  including 
grants  with  priority  scores  of  400  (on  a  scale  of  500  up  to  100),  but  those 
days  have  passed.  At  present,  the  cut-off  point  for  funding  grants  is  consid¬ 
erably  lower.  Thus,  the  question  is  whether  one  should  more  fully  fund  smaller 
numbers  of  grants  or  provide  for  a  larger  base  of  grants  which  is  achieved, 
in  part,  through  the  use  of  unobligated  balances.  He  also  commented  that  NIH 
is  the  only  agency  that  pays  full  actual  indirect  costs  by  permitting  post¬ 
award-period  adjustments.  And  finally,  he  noted  that  in  regard  to  the  concept 
of  relatedness,  it  is  primarily,  in  his  view,  the  administrators  and  department 
chairmen  who  attempt  to  make  these  after-the-fact  determinations  rather  than 
the  principal  investigator. 


The  Fixed  Obligation  Grant 

Mr.  Kelly  presented  the  material  that  he  and  Dr.  Wilson  had  provided  to  the 
Committee.  (See  Attachment  C,  from  Mr.  Kelly's  outline  and  Dr.  Wilson's 
paper.)  He  outlined  the  problem,  the  objectives,  a  possible  solution,  pre¬ 
conditions  to  fixed  obligation  grants,  the  mechanics  of  such  grants,  and 
related  surveillance  changes.  He  pointed  out  that  the  initial  figures  the 
authors  had  for  savings  from  carryover  funds  which  were  used  for  new  grants 
was  1.4  percent.  However,  the  new  figure  from  Mr.  Bernard  of  2.4  percent  is 
a  very  significant  savings,  equivalent  to  approximately  700  grants.  There¬ 
fore,  a  prediction  of  savings  is  needed  that  can  be  set  in  place  and  taken 
out  of  the  front  end,  as  suggested  by  Drs.  Thier  and  Hansen  in  the  previous 
di scussion. 
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In  concluding  his  coiranents,  Mr.  Kelly  noted  that  the  issue  here  is  to  distin¬ 
guish  accountability  from  accounting.  A  fixed  obligation  grant,  he  believes, 
would  simplify  accounting  while  not  changing  the  required  accountability 
standard. 

Dr.  Wilson  emphasized  the  key  points  in  her  paper  that  must  be  kept  in  mind. 
They  are  (1)  whether  basic  research  can  be  most  effectively  pursued  as 
assistance  or  procurement;  (2)  whether  the  costs  and  benefits  of  the  reim¬ 
bursement  process  make  it  a  necessary  choice  for  all  Federal -supported 
research  in  universities;  and  (3)  whether  modification  of  the  terms  of  the 
research  agreements  could  help  improve  the  relationship  while  still  meeting 
accountability  and  support  objectives. 


Committee  Discussion 


Dr.  Temin,  commenting  on  the  paper,  stated  that  he  favored  the  proposal 
generally,  but  had  a  number  of  questions.  What  is  the  purpose  of  changing  to 
the  fixed  obligation  grant?  Will  it  increase  productivity?  Will  it  reduce 
the  friction  between  the  Government  and  the  universities  regarding  post-award 
audit?  Are  there  savings?  Will  these  changes  meet  the  fiscal  accountability, 
the  demands  of  Congress,  and  the  public?  He  wasn't  clear  whether  this  would 
affect  Congressional  views.  Finally,  he  noted  that  under  the  fixed  obligation 
grant  the  tension  would  no  longer  be  between  the  Government  and  the  universi¬ 
ty  so  much  as  between  the  principal  investigator  and  the  university.  A  key 
consideration  would  be  how  the  principal  investigator  is  to  keep  his  fair 
share?  That  is,  what  is  to  prevent  the  university  from  arbitrarily  taking 
more  and  more  out  of  grants  for  indirect  costs,  which  it  would  no  longer  have 
to  negotiate  with  the  Government  but  would  set  on  its  own  terms. 

Mr.  Kelly,  in  response  to  Dr.  Temin's  comment,  stated  that  NIH  would  have  to 
conduct  a  trial  (not  really  an  experiment)  testing  modifications  of  the 
administrative  procedures  to  find  out  if  there  are  any  hurdles  or  obstacles 
to  implementation  of  the  fixed  obligation  grant.  Further,  Mr.  Kelly  said 
that  he  believes  the  Congress  would  not  object  to  this  approach  and,  indeed, 
might  support  it.  The  issue,  in  his  view,  has  never  been  presented  to  the 
Congress,  and  he  pointed  out  that  the  Congress  has  historically  supported  NIH 
management.  In  his  view  the  key  person  to  persuade  here  is  the  Comptroller 
General,  Elmer  Staats.  From  his  perspective  he  would  think  Mr.  Staats  would 
be  very  receptive  to  this  approach.  The  Federal  Government  might  have  prob¬ 
lems,  Mr.  Kelly  thought,  because  the  administration  of  the  funds  would  be 
delegated  to  the  university  and  there  would  be  less  opportunity  to  recoup 
dollars.  Basically,  he  said,  the  approach  would  not  change  the  dollars  to 
the  institutions,  would  not  diminish  the  number  of  projects,  and  would  not 
impact  on  fraud  and  abuse,  which  is  minimal  here  in  any  case.  He  acknowledged 
that,  indeed,  there  might  be  a  redefinition  of  faculty  administrative  roles; 
but  in  his  view,  that  was  another  advantage  to  this  broad  approach,  because 
it  would  require  better  faculty  and  administrative  cooperation.  Mr.  Kelly 
added  as  a  footnote  that  in  terms  of  savings,  the  national  average  would  have 
to  apply  (and  would  be  sensible  here),  for  the  present  system  is  not  as  refined 
in  terms  of  accounting  as  many  believe. 
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Dr.  Wilson  pointed  out  that  under  the  fixed-price  grant  the  investigators 
investigators  have  a  safeguard.  The  pre-award  process  is  the  peer  review  system, 
as  under  the  present  mechanism.  And  that,  in  effect,  is  a  compact  between 
the  investigator  and  the  institution  on  the  cost  for  the  grant. 

Dr.  Anlyan,  in  commenting  on  the  papers,  opened  by  noting  the  positive  benefits 
of  having  the  DAC  meeting  in  May  and  this  particular  discussion  now.  He 
emphasized  again  his  concerns,  expressed  at  the  last  meeting,  that  0MB  Cir¬ 
cular  A-21  will  add  additional  expenses  to  the  university  in  terms  of  compli¬ 
ance,  but  that  it  is  only  another  of  scores  of  Federal  regulations  that  set  a 
regulatory  climate  today  for  the  researcher  at  the  bench.  He  observed  on  a 
recent  trip  to  Japan  that  there  was  far  more  government,  university,  and 
industry  cooperation  in  solving  problems. 

He  would  endorse  a  trial  of  the  fixed  obligation  grants  proposed  by 
Dr.  Wilson  and  Mr.  Kelly.  He  suggested  selecting  perhaps  five  institutions 
where  that  approach  might  be  taken  and  five  to  serve  as  controls.  Or  half  of 
the  grants  at  ten  institutions  could  be  approached  in  this  manner.  The  criteri¬ 
on  would  be  whether  the  innovation  serves  as  an  incentive  for  increasing  research 
productivity. 

Mr.  Peyton  Fuller,  commenting  on  the  papers,  said  that  the  approach  has 
merit.  He  stressed  that  we  must  attempt  to  focus  on  how  well  the  research 
was  done  rather  than  on  the  process  for  supporting  it,  which  marks  the 
current  system.  Audit  should  not  be  on  a  grant-by-grant  basis  but  rather  on 
the  institutional  control  system.  Concerning  fraud  and  abuse,  he  noted  that 
gross  abuse  sponsored  by  the  institutions  is  so  remote  that  it  is  simply  not 
a  major  question.  At  the  lower  levels  where  there  may  be  fraud,  grant  audits 
will  generally  not  catch  it  anyway,  but  the  internal  system  of  control  may. 

Once  again,  here  is  where  the  audit  should  lie.  He  endorsed  the  concept  of 
cost  transfers,  noting  that  at  present  the  grants  are  not  adequate  to  meet 
inflation  and  that  the  principal  investigator  must  either  go  back  for  supple¬ 
mental  support,  reduce  the  scope  of  work  under  the  grant,  or  juggle  internal¬ 
ly  through  cost  transfer. 

Dr.  Raub,  in  his  comments  on  the  proposals,  noted  that  there  are  a  number  of 
conceptual  hurdles  to  be  faced.  For  example,  one  would  not  want  to  introduce 
procurement  aspects  into  the  traditional  grant  relationship.  Currently  the 
stress  is  on  dollar  accounting  rather  than  on  producing  a  prescribed  research 
product.  In  the  fixed  obligation  grant,  the  center  of  gravity  shifts  from 
cost  accounting  to  performance  accountability.  Thus,  it  removes  the  burden 
on  cost  accounting  but  introduces  a  new  burden  on  performance*,  and  the  perform¬ 
ance  measures  and  procedures  now  in  use  are  not  likely  to  be  acceptable  as 
full  substitutes  for  cost  accounting  measures.  The  peer  review  system,  he 
acknowledged,  is  an  excellent  way  to  measure  scientific  performance  over  inter¬ 
vals  corresponding  to  the  term  of  an  individual  grant  (3-5  years),  but  entirely 
new  concepts  and  procedures  would  be  needed  if  there  were  to  be  year-by-year 
performance  appraisals  of  each  grant  over  and  beyond  that  which  agency  staff 
already  do.  There  is  a  significant  risk  that  the  trade-off  of  more  performance 
accountability  for  less  dollar  accountability  might  be  gained  at  the  cost  of 
reducing  scientific  freedom. 


[164] 


10 


Dr.  Prager  commented  that  one  of  the  problems  that  he  has  heard  discussed 
throughout  the  meeting  is  the  impact  of  inflation  on  research.  He  observed 
that  many  salaries  are  indexed  to  inflation,  creating  a  vicious  cycle  for 
more  inflation.  Hence,  prospective  budgeting  is  an  attempt  to  produce  incen¬ 
tives  to  keep  inflation  down.  The  VA  is  trying  to  use  this  system  in  terms 
of  its  health  care,  and  basically  the  fixed  obligation  grant  would  be  a  simi¬ 
lar  approach.  He  believes  it  has  a  great  deal  of  merit  and  should  be  tried. 


FIRST  DAY— AFTERNOON  SESSION 


The  Organizational  Grant 

Dr.  Sherman  presented  an  overview  of  the  "Biomedical  Research  Support  Grant 
(BRSG)"  concept.  (See  Attachment  D.)  He  stressed  the  declining  general 
support.  His  data  showed  that  the  BRSG,  which  attained  a  level  of  $60  million 
in  the  late  '60s  and  early  '70s,  provided  significant  support  for  salaries  and 
equipment,  pilot  research  projects,  and  indeed,  new  principal  investigators. 

In  terms  of  personnel  supported,  a  large  component  was  for  students  and  tech¬ 
nical  assistants.  He  pointed  to  the  vast  discrepancy  between  the  program  level 
and  the  authorization  (15  percent  of  funds  available  for  NIH  research  grants) 
in  more  recent  years. 

Dr.  Fredrickson  commented  that  Dr.  Sherman's  presentation  demonstrated  one 
kind  of  flexible  institutional  support,  noncategorical ,  which  is  administered 
at  NIH  by  the  Division  of  Research  Resources.  He  noted  that  this  program  is 
on  the  knife  edge  of  a  philosophical  consideration  about  Federal  support  for 
research.  It  has  been  widely  debated  in  and  among  the  Congress,  the  0MB,  the 
Department,  and  NIH.  At  present,  support  for  the  program  might  lie  in  the 
emphasis  that  the  Office  of  Science  and  Technology  Policy  is  giving  to 
renovation  of  the  physical  plant  at  the  research  universities.  The  need  for 
renovation  is  very  much  on  people's  minds.  Dr.  Fredrickson  said  he  hoped  the 
BRSG  guidelines  could  be  modified  so  that  the  grants  could  be  used  for  those 
purposes. 

Dr.  Samuel  Herman  then  provided  an  overview  of  the  "Sloan-Kettering  organiza¬ 
tional  grant,"  which  is  included  in  Attachment  E. 


Committee  Discussion 


Dr.  Shaw,  in  commenting  on  both  presentations,  characterized  the  BRSG  approach 
as  one  of  research  supplementation  on  a  formula  basis  whereas  the  Sloan-Kettering 
model  is  direct  research  support  and  provides  more  flexibility.  But  why  look 
for  alternative  mechanisms  to  the  research  project  grant  and  the  peer  review 
system?  In  her  view,  we  need  to  consider  how  to  use  the  existing  mechanism 
of  peer  review  to  enhance  accountability.  She  suggested  a  number  of  possible 
approaches,  such  as  examining  the  principal  investigator's  past  accomplish¬ 
ments.  Perhaps  there  could  be  innovations,  such  as  peer  review  of  the  scien¬ 
tific  output  and  reports  from  investigators  on  their  particular  contributions 
to  the  work  cited  in  publ ications--demonstrating,  in  fact,  who  did  what.  She 
approved  of  the  fixed  obligation  grant  approach  and  endorsed  the  concept  of 
allocating  the  savings  at  the  front  end,  with  an  incentive  for  savings  at  the 
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other.  This,  in  her  view,  is  preferable  to  the  organizational  grant.  She 
also  proposed  that  we  have  a  system  for  accounting  comparable  to  the  peer 
review  system  for  science.  In  her  view,  the  priority  score  on  a  grant  should 
reflect  not  only  the  quality  of  the  investigator  but  also  of  the  institution. 

Dr.  Ling's  study  performed  on  Materials  Research  Laboratories  (MRLs)  for  the 
National  Science  Foundation  appeared  in  Science  magazine  (see  Attachment  F). 

The  study  compared  MRLs  funded  with  institutional  grants  with  those  funded  on 
a  project  basis.  Dr.  Ling  briefly  reviewed  the  study  and  the  conclusions: 
Laboratories  funded  institutionally  (1)  appeared  to  have  a  greater  number  of 
major  achievements,  (2)  attracted  better-known  researchers;  (3)  involved  much 
less  total  administrative  cost  per  grant  dollar,  and  (4)  tended  to  stress 
evaluation  of  accomplishments  in  contrast  to  proposal  evaluation.  Dr.  Ling 
noted  the  differences  in  these  institutional  grants  from  those  described  by 
Dr.  Herman.  For  example,  unlike  the  Sloan-Kettering,  the  MRLs  could  get 
additional  funding  from  Federal  agencies  and  annual  adjustments  in  the  grant. 
Further,  the  grant  did  not  disrupt  university  administration.  Site  visits 
were  conducted  in  order  to  ensure  high  scientific  merit,  and  there  was 
internal  competition  among  the  center  directors.  The  organizational  grant 
provides  stability  and  is  especially  useful  for  acquiring  and  sharing  equip¬ 
ment.  In  conclusion.  Dr.  Ling  stated  that  there  is  need  for  both  the  organi¬ 
zational  and  the  research  project  grant.  The  key  issue  is  to  decide  on  the 
optimal  mix. 

Dr.  Nicholson  spoke  briefly  on  the  suggestions  Dr.  Shaw  had  made,  stating 
that  NSF  is  coincidentally  trying  to  implement  some  of  them.  Two  experiments 
are  now  under  way  in  which  there  is  a  trial  for  extending  three-year  grants 
in  chemistry  for  especially  creative  investigators.  The  program  officers 
have  the  opportunity  to  select  10  percent  of  their  grantees  and  extend  the 
grants  for  two  more  years  without  a  new  proposal.  The  selections  are  made 
on  the  basis  of  grantees  who,  through  their  publications,  have  demonstrated 
exceptional  productivity  and  creativity.  And  another  experiment  involves 
renewal  of  a  standard  three-year  grant,  where  investigators  have  the  option 
of  submitting  reprints  with  brief  comments  on  future  directions  to  provide 
the  basis  for  the  peer  review  that  determines  whether  the  grants  are  to  be  ex¬ 
tended.  Thus,  NSF  is  really  trying  to  enhance  the  peer  review  process  to  meet 
the  needs  of  the  most  creative  investigators  and  reduce  the  administrative 
and  paperwork  burden. 

Dr.  Nicholson  then  went  on  to  describe  briefly  the  NSF  master  grant  in  the 
chemistry  division.  Once  grants  have  been  awarded,  they  are  aggregated  and 
treated  as  one  administrative  unit— as  if  they  were  a  single  grant  to  a 
chemistry  department.  There  are  single  account  numbers  and  the  like,  producing 
real  administrative  efficiency.  Moreover,  there  is  a  good  deal  of  flexibility, 
with  maximum  delegation  to  the  institution  of  authority  for  approving  budget 
deviations  and  cost  transfers  among  projects  in  the  aggregated  pool.  Further, 
there  is  a  provision  for  pre-award  costs  of  up  to  90  days.  The  NSF  is  cur¬ 
rently  examining  how  this  approach  might  be  generalized,  which  touches  on  the 
issue  of  relatedness  as  discussed  in  the  morning  session.  Dr.  Shaw  asked 
whether  the  transfers  among  the  grants  are  by  the  principal  investigator  or 
the  senior  faculty  administrators.  Dr.  Nicholson  replied  that  the  principal 
investigator  always  is  the  person  who  initiates  any  changes. 


( 
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Dr.  Kabat,  in  commenting  on  the  papers,  spoke  to  an  essential  concern  of  his-- 
the  escalating  indirect  cost  rates  and  their  impact  on  whatever  research 
mechanism  is  being  used  by  NIH.  He  cited  the  escalating  rates  at  Columbia 
University  that  have  made  it  increasingly  difficult  for  him  to  complete  the 
research  work  envisioned  in  his  grant  proposals.  He  is  required  to  ask  for 
supplemental s  and  spends  a  good  deal  of  time  attempting  to  do  his  research 
work  and  meet  the  competing  indirect  cost  demands. 

The  key  issue  is  salary,  which  is  also  central  in  the  accounting  process  for 
time-and-effort  reporting.  He  has  proposed  in  the  past,  and  proposes  again, 
that  the  Government  provide  money  to  endow  research  chairs,  freeing  salaries 
from  the  research  grants.  The  university,  he  believes,  should  try  to  match 
the  funds  on  a  one-for-one  basis  from  private  sources.  These  matched  chairs 
could  also  go  to  nonresearch  areas,  such  as  the  humanities.  He  said  the 
endowment  of  chairs  is  especially  important  because  the  peer  review  process, 
with  inflation  and  leveling  of  NIH  budgets,  tends  to  trim  research  grant  bud¬ 
gets  because  salaries  must  be  paid.  It  may  come  to  the  point,  he  said,  where 
the  grant  will  provide  the  salary  but  there  won't  be  any  money  left  to  fund 
the  work.  And  he  further  noted  that  as  support  declines  for  research,  it 
levels  off  for  research  grants,  while  indirect  cost  rates  continue  to  rise 
and  compete  with  grants. 

As  a  substitute  for  rising  indirect  costs,  a  fixed  fee  to  the  institution 
for  the  services  of  its  tenured  professors  involved  in  research  should  be 
instituted.  This  would  not  be  considered  as  reimbursement  for  salaries,  but 
as  an  Institutional  Grant,  and  probably  should  not  include  indirect  costs. 

This  is  an  interim  alternative  to  capital  grants  for  endowed  chairs. 

Dr.  Kabat  concluded  by  illustrating  the  escalating  indirect  cost  rates  at  his 
institution,  which  have  risen  from  38  percent  in  1968  to  55  percent  in  1974 
and  to  a  projected  68  percent  for  1981.  Dr.  Fredrickson  said  that  Dr.  Kabat 's 
comments  lead  directly  into  the  next  discussion. 


Perspectives  on  Indirect  Costs 

Mr.  Shoe  reviewed  the  processes  for  indirect  cost  rates  at  HHS  and  NSF.  (See 
Attachment  G  for  background  material.)  In  both  systems,  universities  must 
have  an  established  indirect  cost  rate  in  order  to  be  reimbursed.  HHS  general¬ 
ly  establishes  the  indirect  cost  rates  for  most  universities,  and  these  rates 
are  then  used  by  all  relevant  departments  and  agencies.  All  proposed  indirect 
cost  rates  must  meet  the  0MB  Circular  A-21  requirements.  Additionally,  HHS 
requirements  call  for  an  adjustment  between  the  beginning  estimatesand  the 
final  accounting.  While  there  are  several  types  of  indirect  cost  rates,  the 
two  main  types  are:  (1)  the  predetermined  fixed  rate  where  no  adjustment  is 
permitted,  and  (2)  the  fixed  rate  with  carry-forward  provisions  for  variations 
between  provisional  and  actual  audited  costs.  Rates  for  each  institution  are 
established  through  negotiation  with  HHS  and  are  formalized  through  a  negotia¬ 
tion  agreement. 

Comparing  the  systems  of  the  two  agencies,  Mr.  Shoe  noted  that  NSF  provides 
support  for  both  indirect  and  direct  costs  in  a  single  award  for  the  total 
dollar  amount.  In  HHS  the  grant  application  provides  dollars  for  direct  cost 
only;  indirect  cost  is  a  variable  amount  based  on  actual  rates.  There  are 
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advantages  to  the  separation  of  direct  and  indirect  costs  in  that  the  latter 
can  be  updated  when  the  rates  are  changing.  Both  NSF  and  HHS  apply  the  most 
currently  available  rate  at  the  award  time.  If  indirect  costs  increase,  NSF 
permits  the  adjustment,  but  it  must  be  absorbed  within  the  project  amount. 

For  HHS,  additional  cost  funds  are  given,  if  available,  through  either  a 
supplemental  award  or  through  a  post  award  adjustment.  If  excess  funds  result 
(rare  cases),  NSF  permits  the  institutions  to  use  the  funds  for  further  re¬ 
search.  HHS  asks  that  the  funds  be  returned  or  permits  them  to  be  used  for 
a  future  directed  activity  within  the  purpose  of  the  grant.  Both  NSF  and  HHS 
permit  full  reimbursement  of  indirect  costs  except  where  there  are  Congressional 
or  administrative  limits.  HHS,  for  example,  sets  a  limit  of  8  percent  on 
indirect  costs  for  training  grants. 

Mr.  Ellis  noted  that  in  1966  NSF  changed  from  a  fixed  rate  to  a  negotiated 
rate  for  indirect  costs.  The  system  presently  permits  maximum  delegation  to 
the  institutions  for  setting  those  rates.  Whereas  the  HHS  rates  are  derived 
for  universities,  NSF  looks  to  other  agencies  such  as  the  Defense  Department 
for  fixed  rates  for  awards.  When  new  rates  are  determined,  NSF  allows  the  insti 
tution  to  use  them,  but  no  increased  funds  are  provided.  Thus,  there  are  no 
retroactive  adjustments  permitted,  in  contrast  to  the  NIH  practice.  Paperwork 
is  lessened,  and  in  Mr.  Ellis's  view,  the  NSF  system  is  simpler,  more  effici¬ 
ent,  and  hopefully  provides  an  incentive  to  keep  costs  from  escalating.  In 
concluding  his  comments,  he  added  that  in  the  grants  approach  discussed  by 
Dr.  Nicholson,  consideration  is  being  given  to  expanding  the  master  grants 
from  9  to  12  schools  and  to  allowing  all  NSF  awards  to  those  schools  to  be 
aggregated. 


Committee  Discussion 


The  discussion  was  opened  by  Mr.  Bernard,  who  asked:  If  the  indirect  cost 
rates  increase,  does  the  institution  absorb  the  increase  or  is  it  taken  from 
the  direct  costs  allocated  in  the  grants?  Mr.  Ellis  said  the  institution 
generally  absorbs  at  least  some  of  the  funds  rather  than  take  it  from  the 
principal  investigator. 

Mrs.  Hoppin  and  Mr.  Fuller  commented  that  ttiey  preferred  the  NIH  system  over 
the  NSF  for  handling  indirect  costs.  The  NSF  system,  they  said,  casts  the 
P.I.  and  the  university  in  adversarial  roles.  Mr.  Fuller  said  that  generally 
the  university  attempts  to  aid  the  P.I.,  and  the  institution  absorbs  the 
additional  costs--which  they  can  no  longer  afford. 

Mr.  Ellis  remarked  that  NSF  is  considering  the  NIH  system  and  may  be  receptive 
to  change.  Dr.  Ramey  added  that  the  universities  are  indeed  trying  to  protect 
the  P.I.,  but  the  financial  squeeze  is  so  great  at  present  that  the  university 
cannot  subsidize  these  costs.  Thus,  the  indirect  cost  rates  continue  to  rise 
because  the  resources  simply  don't  exist  and  inflation  persists. 

Concerning  master  grants.  Dr.  Temin  asked  whether  this  approach  would  have  to 
be  authorized  by  the  Congress  and  whether  the  program  has  been  evaluated  with 
a  view  to  its  expansion.  Mr.  Ellis  noted  that  the  Congress,  Federal  agencies, 
and  the  0MB  have  been  extensively  briefed  on  the  approach.  There  has  been  a 
survey  of  involved  P.I.s  and  the  grantee  institutions  and  the  results  are 
generally  supportive  of  this  approach.  Dr.  Temin  said  that  the  basis  of  the 
evaluation  thus  is  user  satisfaction. 
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University  of  Wisconsin  Procedures 

Dr.  Ebel  made  a  presentation  (Attachment  H).  He  noted  that  faculty  and 
administrators  working  together  have  proved  to  be  reasonably  effective  in 
dealing  with  indirect  costs  and  Federal  regulations. 


Committee  Discussion 

Dr.  Temin  consented  that  there  are  no  incentives  for  the  University  of 
Wisconsin  to  keep  indirect  costs  down.  Like  Dr.  Bondurant  and  Mr.  Kelly, 
commenting  on  Dr.  Danforth's  presentation  at  the  May  meeting  of  the  DAC, 

Dr.  Ebel  believes  the  university  is  not  recovering  all  of  the  costs  for 
research  being  done  there.  Thus,  the  indirect  cost  rates  are,  in  effect, 
an  institutional  subsidy  to  science. 

Dr.  Wilson  pointed  out  that  the  financial  squeeze  in  the  universities  has 
resulted  in  a  cutting  back  of  the  administrative  and  accounting  areas.  Much 
more  education  is  needed  among  all  parties  at  the  university  level,  she  said, 
to  promote  the  understanding  that  indirect  costs  for  research  are  just  as 
real  as  direct  costs. 

Dr.  Temin  raised  the  issue  of  the  disparity  in  indirect  cost  rates,  which  vary 
considerably  from  one  institution  to  another.  Dr.  Anlyan  pointed  out  that 
private  agencies  and  foundations  need  to  be  educated  about  indirect  costs.  He 
suggested  that  principal  investigators,  when  they  complain  of  indirect  costs, 
should  take  into  account  that  the  university's  subsidies  to  research  must  come 
from  students'  tuition  or  such  moves  as  reducing  or  holding  back  on  faculty 
salaries. 

Mr.  Shoe  noted  that  indirect  cost  rates  have  clearly  been  rising  faster  than 
direct  cost  rates.  Indirect  costs  being  paid  under  NIH  research  grants  have 
gone  from  an  average  of  about  21  percent  in  1970  to  31  percent  in  1980,  or  a 
50  percent  increase  over  the  past  decade.  More  thought  must  be  given  to  nego¬ 
tiations  concerning  these  costs,  and  perhaps  controls  must  be  brought  into  play. 

Mrs.  Mary  Lasker  pointed  out  that  there  were  once  caps  on  indirect  costs  and 
that  NIH  should  perhaps  reconsider  this. 


Perspectives  from  the  Office  of  Science  and  Technology  Policy 

Dr.  Denis  Prager  opened  his  remarks  by  commenting  that  OSTP  is  a  statutory 
office  established  to  provide  science  advice  to  the  President.  Under 
Dr.  Frank  Press,  the  current  Director,  the  office  has  not  only  been  respon¬ 
sive  to  the  President  and  the  Congress  but  has  also  provided  technical  and 
scientific  advice  to  the  0MB  on  both  budget  and  management  issues.  Dr.  Prager 
added  that  Dr.  Press  and  the  President  have  worked  extremely  well  together 
and  that  OSTP  has  thus  had  significant  impact  on  Federal  science  policy. 

Of  key  concern  to  Dr.  Press  and  the  President  over  the  past  four  years  have 
been  the  health  and  vigor  of  the  U.S.  scientific  enterprise.  There  is  a 
need  for  enhancement  of  the  scientific  base  underlying  U.S.  industrial  innova¬ 
tion  and  productivity  and  of  the  relationships  among  industry,  universities. 
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and  government.  The  major  focus  has  been  to  look  at  the  interactions  and 
linkages  among  these  sectors  that  might  enhance  support  for  scientific  re¬ 
search  and  its  application  to  technological  advances.  The  key  responsibility 
of  the  Government  here  is  to  promote  and  enhance  basic  research.  Recently, 
the  President  has  committed  an  additional  $600  million  for  fiscal  1981  and 
1982  to  basic  research  and  to  research  enhancing  industrial  innovation. 

Joint  industry/Government  programs  can  help  enhance  the  relationship  between 
these  two  sectors.  For  example  a  joint  program  has  been  established  with 
the  automobile  industry  to  support  basic  research  underlying  the  development 
of  more  fuel -efficient  cars.  Other  ventures  in  the  area  of  food  processing 
and  ocean  margin  drilling  are  being  explored.  In  addition,  a  major  effort 
has  been  devoted  to  regulatory  reform.  For  example.  Federal  regulatory  agen¬ 
cies  increasingly  are  working  with  all  interested  parties  in  developing  per¬ 
formance  standards  that  permit  industry  to  meet  agreed  upon  goals  in  the  most 
efficient  and  cost-effective  way. 

A  second  important  linkage  is  that  between  universities  and  industries.  The 
potential  benefits  of  enhancing  the  relationship  are  considerable  and  merit 
attention.  Dr.  Prager  only  briefly  discussed  this  area,  referring  instead  to 
his  paper  with  Dr.  Omenn  that  appeared  in  Science  (January  1980). 

As  this  meeting  documents,  there  is  increasing  interest  in  the  quality  of 
the  Government/university  relationship.  Here,  a  major  Presidential  commit¬ 
ment  has  been  to  Federal  support  for  basic  research,  the  majority  of  which 
is  performed  by  research  universities,  and  to  stabilization  of  NIH  research 
grants  at  a  minimum  of  5,000  new  awards  per  year.  This  reflects  much  credit 
on  Dr.  Fredrickson,  who  has  strongly  fostered  the  effort  in  seeking  Depart¬ 
mental,  0MB,  Presidential,  and  Congressional  support.  Other  relevant  Presi¬ 
dential  commitments  have  been  in  the  areas  of  stabilization  of  support  for 
high-energy  physics  research,  and  updating  obsolete  research  instrumentation 
and  facilities. 

Turning  to  the  question  of  accountability.  Dr.  Prager  reported  that  there  is 
need  for  achieving  a  better  understanding  of  the  accounting  requirements  of 
the  Federal  Government  and  the  needs  of  the  university  in  administering  the 
research  process.  Much  is  being  done,  but  much  remains  to  be  done.  Efforts 
are  underway  to  streamline  the  peer  review  processes  of  NIH  and  NSF,  to 
reduce  the  length  of  applications,  to  decrease  fiscal  reporting,  to  provide 
for  more  multiyear  awards,  and  to  afford  some  relief  from  forms  clearance. 

The  National  Commission  for  Research  has  a  very  important  role  here  in  terms 
of  providing  the  framework  for  future  discussions,  and  it  is  clear  that  the 
forum  suggested  by  Mr.  Lowe  should  be  created  in  the  near  future. 

In  concluding.  Dr.  Prager  noted  that  OSTP  is  committed  to  an  effort  to 
improve  Government/university  relationships,  a  most  critical  partnership. 

But  Dr.  Prager  noted  that  all  parties  must  be  realistic  concerning  each  other's 
expectations.  Budget  limitations  will  be  a  continuing  feature  of  the  Federal 
Government,  and  there  can  be  no  institutional  revenue-sharing.  Central  peer 
review  is  still  the  critical  process  for  the  distribution  of  funds;  but  it  is 
clear  that  the  institutions  must  be  given  more  discretion  and  responsibility 
in  dealing  with  the  administration  of  those  funds  and  in  accounting  for  their 
expenditure. 
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Concluding  Comments  of  Committee  Participants 

Dr.  Fredrickson  asked  how  the  individual  participants  judged  the  fixed 
obligation  grant  approach  on  the  basis  of  all  the  discussions  during  this 
first  day  of  the  Committee's  meeting.  Many  of  the  Committee  members  and 
consultants  supported  the  concept,  seeing  no  drawbacks.  Mr.  Kirschenmann 
said  there  was  merit  to  the  approach,  but  that  we  really  have  fixed  obliga¬ 
tion  grants  now.  Still,  if  the  approach  can  remove  a  false  confidence 
regarding  post-award  accountability,  then  it  is  better  and  would  provide  a 
better  review  of  the  budget. 

Dr.  Prager  observed  that  the  discussion  at  this  meeting  and  the  other  DAC 
meetings  he  has  attended  clearly  reveals  a  lack  of  trust  and  credibility 
among  faculty  and  administrators  which,  in  some  cases,  might  be  worse  than 
the  lack  of  faith  and  trust  between  the  Government  and  the  universities.  And 
clearly,  the  fixed  obligation  grant  approach  would  increase  the  stresses  on 
the  university  and  might  not  be  popular  with  the  administrators. 

Dr.  Anlyan  commented  that  increased  staff  would  be  needed  to  take  on  these 
responsibilities.  He  noted  that  under  the  current  system,  the  roles  are 
pretty  clear  for  the  department  chairmen,  the  deans,  the  vice-president  for 
health  affairs,  and  the  corporate  comptroller.  However,  with  the  fixed 
obligation  grant  approach,  the  schools  would  probably  have  to  mobilize  a 
faculty  committee  to  replace  the  NIH  oversight  function. 

Mr.  Shoe  questioned  the  advantages  of  the  approach  and  whether  it  indeed 
would  eliminate  time-and-effort  reporting.  Time-and-effort  reporting,  he 
thought,  would  still  be  needed  for  large  grants,  and  cost-reimbursement 
principles  for  contracts.  Thus,  there  would  continue  to  be  retroactive 
accounting  for  both  contracts  and  large  grants.  And  the  university  would 
need  two  tracking  systems--one  for  time-and-effort  reporting  on  large  grants 
and  contracts  and  another  for  small  grants  under  the  fixed  obligation  approach. 
Finally,  Mr.  Shoe  pointed  out  problems  of  the  fixed  obligation  grant  for 
support  of  basic  research.  He  stated  that  the  fixed  obligation  grant  for 
basic  research  is  not  possible  due  to  the  nature  of  basic  research.  Basic 
research  is  characterized  by  indefinite  design  and  uncertainties  in  perfor¬ 
mance  such  that  cost  of  performance  cannot  be  estimated  with  reasonable 
accuracy  at  the  outset  of  the  grant.  Consequently,  in  his  judgment,  basic 
research  is  not  susceptible  to  fixed-price  treatment. 

Mr.  Kelly  responded  that  the  fixed-obligation  grant  would  highlight  the 
distinction  between  the  contract  and  grant  mechanisms,  which  was  all  to  the 
good.  The  confusion  of  these  two  instruments  is  one  of  the  problems  today, 
and  the  better  they  can  be  defined  and  distinguished,  the  better  it  will  be 
for  research  management.  The  purpose  of  grants  is  to  further  the  Federal 
mission  for  the  public  benefit,  and  the  goals  of  the  institutions  and  the 
Government  are  one.  Contract  mechanism  is  more  for  the  purchase  of  services 
required.  And  Mr.  Kelly  noted  the  irony  in  the  fact  that  the  Government  pays 
more  in  costs,  with  less  requirements,  under  the  contract  mechanism  than 
under  the  grant,  where  it  does  not  pay  full  costs  and  yet  requires  a  higher 
degree  of  accounting. 
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Dr.  Temin  noted  again  that  this  approach  will  involve  the  principal  investi¬ 
gator  more  directly  in  the  indirect  cost  questions.  He  suggested  that  the 
approach  be  tested  in  perhaps  one  institution. 

Mrs.  Lasker  had  asked  whether  there  should  be  any  consideration  of  setting  a 
fixed  percentage  of  indirect  costs,  and  Dr.  Fredrickson  asked  the  participants 
for  their  views.  Mr.  Kelly  responded  that  in  order  to  fix  these  costs,  one 
must  arrive  at  a  definition,  and  that  one  can  always  get  around  that  defini¬ 
tion  by  simply  increasing  the  categories  that  would  be  assigned  to  direct 
costs.  Dr.  Fredrickson  pointed  out,  however,  that  the  direct  costs  are 
rigorously  scrutinized  by  the  peer  review  system.  He  noted  there  will  be 
more  opportunity  for  Committee  discussion  of  these  issues  tomorrow  morning. 

There  being  ho  further  discussion.  Dr.  Fredrickson  adjourned  the  meeting  at 
5:30  p.m. 


TUESDAY,  OCTOBER  21  ,  1980— MORNING  SESSION 


Dr.  Fredrickson  opened  the  meeting  at  9:00  a.m.  and  turned  to  the  first 
agenda  item,  a  presentation  on  new  HHS  Department  regulations. 


HHS  Debarment  Regulations 

Mr.  Riseberg  presented  an  overview  of  their  development.  (See  Attachment  I 
for  the  HHS  regulations  and  Mr.  Riseberg's  remarks.)  In  Committee  discussion 
Dr.  Shaw  noted  that  there  were  provisions  for  an  appellate  process  and  appoint¬ 
ment  of  a  hearing  officer.  She  asked  who  could  serve  in  that  capacity  and 
whether  it  would  always  be  a  Government  employee.  Mr.  Riseberg  replied  that 
the  hearing  officer  would  generally  be  an  administrative  law  judge. 

Mr.  Kelly  asked  what  role  there  was  for  the  university  to  play  in  the 
debarment  process.  Dr.  Fredrickson  said  that  the  key  responsibility  today 
and  in  the  future  will  be  the  university's  judgments  and  actions. 

Dr.  Eyzaguirre  asked  whether  the  information  being  obtained  in  a  department 
proceeding  would  ever  be  used  against  an  individual  in  peer  review.  For 
example,  would  information  on  scientific  questions,  financial  questions,  or 
both  be  given  to  a  study  section?  Dr.  Raub  responded  that  relevant  informa¬ 
tion  might  be  given  to  the  study  section  when  deemed  appropriate.  Indeed, 
at  times  the  information  might  help  to  set  the  record  straight  when  the  study 
section  has  heard  things  secondhand  that  may  not  be  true.  Dr.  Eyzaguirre 
responded  that  the  competition  for  meritorious  grants,  so  great  in  a  study 
section,  should  preclude  giving  access  to  such  information,  as  it  might  have 
an  adverse  effect  in  the  judging  of  the  application.  Dr.  Raub  agreed  that, 
in  general,  this  would  certainly  be  the  case.  And  Dr.  Fredrickson,  in 
concluding,  said  that  these  regulations  will  not  solve  important  ethical 
questions--that  more  experience  will  be  needed  to  provide  a  precedent  on 
which  to  develop  future  applications.  This  is  indeed  the  case  in  the  evolu¬ 
tion  of  procedures  and  requirements  for  the  institutional  review  boards  and 
the  institutional  biosafety  committees. 
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NIH  Grants  Policies  Re  Commercial  Organizations 

Dr.  Fredrickson  opened  by  alluding  to  Dr.  Prager's  comments  of  the  previous 
day  about  the  President's  economic  revitalization  message  with  a  research 
initiative  for  approximately  $600  million.  That  commitment  is  for  basic 
research  and  also  to  revitalize  industry  and  provide  capital  for  new  inven¬ 
tions.  He  said  that  NIH  is  preparing  possible  proposals  for  consideration  by 
Dr.  Press  as  part  of  the  President's  initiatives  and  that  Dr.  Raub's  presenta¬ 
tion  that  follows  should  be  considered  in  the  context  of  this  White  House 
message. 

Dr.  Raub  stated  that  the  awarding  of  NIH  grants  to  commercial  organizations 
has  been  proscribed  for  the  past  20  years.  That  proscription  developed  in 
light  of  certain  violations,  and  Administration  and  Congressional  concern, 
when  such  grants  were  tried.  He  pointed  out  that  NIH  grants  administration 
then  was  not  as  well  established  with  mechanisms  and  procedures  that  are  in 
use  today. 

The  Public  Health  Service,  he  said,  will  shortly  make  a  decision  as  to  whether 
to  change  its  policy  so  that  commercial  organizations  will  be  eligible  for 
grants.  In  large  part,  this  change  is  based  on  Congressional  actions--namely, 
the  Federal  Grant  and  Cooperative  Agreement  Act  of  1977.  In  distinguishing 
between  contracts  and  grants,  the  former  are  primarily  for  the  Government  to 
acquire  goods  and  services--that  is,  for  stimulating  a  broad  public  purpose. 

If  these  principles  are  applied,  then  grants  should  be  available  to  all  types 
of  R&D  performances  and  not  limited  to  selected  sectors.  Given  the  statutory 
history  and  interpretations,  there  is  no  reason  in  the  view  of  the  0MB  or 
the  Department  that  grants  are  interdicted  for  commercial  organizations. 

Dr.  Raub  went  on  to  say  that  NIH  is  endorsing  the  change,  but  with  reserva¬ 
tions.  There  are  no  statutory  bars  in  the  NIH  program,  no  policies  here 
contrary  to  NIH  program  purposes,  and  a  very  sophisticated  grants  management 
system.  Thus,  applications  from  commercial  organizations  should  not  be  ex¬ 
cluded  if  they  meet  the  standards  of  peer  v'eview,  have  program  relevance,  and 
have  sufficient  priority  scores  for  funding.  The  reservations  are  that  it  might 
inappropriately  alter  the  arms-length  relationship  NIH  now  has  with  commercial 
organizations,  and  that  further  program  benefits  accruing  from  this  change  are 
not  likely  to  be  measurable.  Evidence  will  be  primarily  anecdotal.  Dr.  Raub's 
judgment  is  that  the  pool  of  potential  applicant  investigators  in  commercial 
organizations  is  small,  and  the  conditions  of  grants  are  such  that  patents 
and  proprietary  rights  may  be  jeopardized.  In  the  main,  however,  the  con¬ 
siderations  of  equity  outweigh  the  arguments  for  proscription.  The  PHS- 
proposed  rules  have  been  published  in  the  Federal  Register,  and  comments  have 
been  received  and  taken  into  account. 

Of  the  new  instruments  mandated  statutorily,  the  cooperative  agreement  is 
essentially  a  grant,  but  the  funding  agency  is  to  be  much  more  involved  in  the 
conduct  of  the  sponsored  activity  after  the  agreement  is  made.  Thus,  the 
award  tends  toward  partnership.  Cooperative  agreements  with  commercial  organ¬ 
izations  can  be  of  value  in  fostering  the  commercializations  of  research  results, 
especially  where  there  is  not  much  market  for  the  product.  Moreover,  the  coop¬ 
erative  agreement  promises  to  be  of  greatest  value  in  such  areas  as  research 
instrumentation  and  drugs.  It  is  less  likely  to  be  needed  in  areas  such  as 
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recombinant  DNA  technique  and  hybridomas,  where  there  seems  to  be  sufficient 
venture  capital  already  available  from  the  private  sector. 


Committee  Discussion 


In  commenting  on  Dr.  Raub's  presentation.  Dr.  Eyzaguirre  suggested  other 
mechanisms  that  should  be  sought  to  spur  industrial  investment,  such  as  tax 
breaks  for  research  rather  than  tapping  NIH  funds,  which  would  further  strain 
university  support.  Dr.  Raub  said  that  many  Federal  mechanisms  will  undoubt¬ 
edly  be  used  in  drawing  on  the  potential  of  industry.  Dr.  Anlyan  added  that 
there  are  several  bills  pending  in  the  Congress  which  would  commit  funds  to 
aid  small  businesses  and  noted  the  difficulties  this  may  pose  for  NIH.  Dr.  Raub 
commented  that  these  bills  are  unlikely  to  pass  in  this  session  of  the  Congress. 
The  Department  in  testimony  has  set  forth  several  of  the  reservations,  those 
noted  by  Dr.  Anlyan  among  them. 

Mr.  Kelly  said  that  he  was  the  author  of  the  original  order  proscribing  grants 
to  commercial  organizations.  The  big  decision,  he  said,  was  a  philosophical 
one  based  on  the  distinction  between  contracts  and  grants.  Grants  are  part¬ 
nerships;  contracts  are  for  procurement,  with  the  operations  at  arms'  length. 

Mr.  Kelly  stressed  that  there  is  no  need  to  use  grants  for  commercial  organi¬ 
zations,  as  the  contract  mechanism  can  fulfill  those  objectives.  Indeed, 
contracts  are  perfect  for  commercial  organizations,  and  if  they  can  meet  the 
need  it  is  an  error  to  use  grants.  Mrs.  Hoppin  asked  whether  representatives 
of  commercial  organizations  would  serve  on  peer  review  groups.  Dr.  Fredrickson 
replied  that  scientists  who  are  so  employed  now  are  eligible  to  serve  and  do 
so.  Also,  academic  scientists  are  consultants  to  commercial  organizations. 

It  is  important  to  emphasize,  however,  that  study  section  members  are  selected 
not  for  purposes  of  organizational  representation  but  primarily  on  the  basis 
of  their  qualifications  as  scientists. 

Dr.  Bennis  commended  Dr.  Raub  for  his  presentation  of  the  issues.  He 
commented,  however,  that  commercial  organizations  do  not  have  a  good  history 
for  doing  things  with  high  social  needs  and  poor  markets.  So  why  should 
grants  be  given  to  them?  Dr.  Kabat  stressed  the  importance  of  preserving  the 
distinction  between  grants  and  contracts  as  noted  by  Mr.  Kelly.  And 
Dr.  Bondurant  pointed  out  that  the  behavior  of  commercial  organizations  may 
change  with  this  policy  change,  much  as  it  has  in  those  industries  performing 
for  the  Department  of  Defense.  It  will  be  most  important  to  consider  care¬ 
fully  what  form  of  cooperative  agreement  to  employ.  Dr.  Raub  noted  that  NIH 
has  been  very  conservative  in  using  the  cooperative  agreement  authority  and 
is  likely  to  continue  in  that  way. 

Dr.  Goldberger  pointed  out  that  research  information  with  proprietary 
implications  is  a  growing  problem  at  research  conferences  and  in  publication 
of  research  results,  where  concerns  are  being  expressed  that  secrecy  may  re¬ 
place  open  exchange  of  information  when  proprietary  rights  are  involved. 

Dr.  Raub  agreed  that  this  is  a  problem,  and  one  that  must  be  faced  by  NIH  and 
its  study  sections  for  current  grantees. 

Dr.  Fredrickson  observed  that  biology  is  becoming  more  like  chemistry  with 
its  clearer  commercial  payoffs.  The  United  States  presently  does  not  have 
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a  business/university  nexus  as  you  might  find  in  Germany  and  Japan,  so  that 
much  more  thought  must  be  given  here  about  the  directions  in  which  we  are 
going.  NIH  serves  as  a  bridge  between  the  public  and  the  scientists,  and  it 
has  its  own  attitudes  as  an  organization.  This  might  be  a  topic  for  general 
review  at  the  next  DAC  meeting. 

In  Dr.  Ramey's  view,  commercial  organizations  exist  for  profits  and  not 
necessarily  for  increasing  knowledge.  They  will  only  go  into  areas,  she 
believes,  where  there  is  a  chance  for  sales  and  profits,  much  as  Dr.  Bennis 
noted.  Dr.  Anlyan  suggested  it  might  be  better  to  help  industry  by  taking 
a  look  at  the  regulations  rather  than  giving  them  NIH  grant  funds. 


NIH  Training  Trends  and  Policies 

Dr.  Carl  Douglass  presented  recent  data  from  the  Division  of  Research  Grants 
on  principal  investigators  who  have  Ph.D.s  or  M.D.s.  New  investigators,  he 
said,  average  11  percent  of  all  P.I.s  with  research  project  grants  (ROIs),  and 
this  has  been  about  the  same  for  the  past  10  years.  In  terms  of  length  of 
stay  within  the  system,  several  cohorts  have  been  followed  during  the  last 
20  years.  The  median  survival  time  of  early  cohorts  (FY  1949  and  FY  1954)  was 
13  to  14  years,  whereas  the  median  survival  time  of  the  FY  1969  cohort  was 
only  6  or  7  years.  In  terms  of  percentage,  physicians  constituted  35  percent 
of  the  new  P.I.s  on  project  grants  in  1964,  but  only  18.5  percent  in  1978. 

The  absolute  numbers  of  new  M.D.  applicants  stayed  in  the  mid  100s,  whereas 
the  absolute  numbers  of  new  Ph.D.  applicants  have  increased  from  1,000  to 
2,000;  and  the  trends  show  that  the  number  of  M.D.s  receiving  awards,  in 
the  absolute  as  well  as  in  relation  to  Ph.D.s,  has  been  declining  since  1964. 
However,  the  absolute  number  of  M.D.'s  has  remained  relatively  steady  since 
1970,  while  their  proportion  in  relation  to  all  P.I.'s  continued  to  decline 
during  the  period  1970-1978. 

In  the  NIH  training  programs  in  1971,  M.D.s  constituted  35  percent  of  the 
individual  trainees  and  77  percent  of  the  trainees  under  institutional 
awards.  In  1978  those  figures  were  20  percent  and  42  percent,  respect¬ 
ively.  In  the  most  recent  review  rounds,  on  the  average,  M.D.'s  made  up 
about  15  percent  of  the  NRSA  postdoctoral  fellowship  applications,  which 
provides  additional  evidence  of  the  trend  showing  decreasing  participation 
of  M.D.'s  individually  reviewed  and  supported  in  NIH  research  programs. 


Committee  Discussion 


In  the  discussion  a  number  of  reasons  for  the  decline  of  the  physician  in 
clinical  research  were  cited.  In  the  early  '70s  the  cut  in  Federal  research 
fellowships,  where  medicine  and  primary  care  are  emphasized,  has  led  to  a 
precipitous  decline  in  physician  research.  Dr.  Eckstein  commented  that  the 
NRSA  training  authority  with  its  pay-back  provision  was  a  poor  substitute 
for  the  broad  training  authority  that  NIH  had  in  the  '60s.  Dr.  Thier  felt 
that  the  medical  students  today  are  more  interested  in  practice  and  teaching 
than  in  research.  The  regulations,  the  lack  of  stable  support,  and  the 
feeling  that  clinical  investigation  does  not  quite  confer  the  prestige  of 
the  basic  sciences  all  combine  to  discourage  the  physician  researcher. 
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Dr.  Eyzaguirre  noted  from  his  experience  that  clinical  research  was  faring 
poorly  in  his  study  section.  Mr.  Kelly  noted  that  the  academic  leadership 
in  the  past  decade  has  focused  more  on  funding  the  academic  center,  and  cor¬ 
respondingly,  with  the  attention  of  administrators  focused  on  clinical  care 
and  third-party  payment,  fewer  are  interested  in  research  careers. 

Dr.  Thier  said  that  the  same  is  true  of  the  clinical  activity  in  his  Depart¬ 
ment  at  Yale.  There  is  no  massive  increase  in  patients;  but  a  lot  more  in¬ 
come  is  generated,  though  perhaps  to  some  extent  because  of  more  sophisti¬ 
cated  accounting  procedures. 

Dr.  Merritt  spoke  briefly  of  NIH  training  policies.  She  noted  several 
promising  Institute  programs,  such  as  NIGMS  training  grants  for  M.D./Ph.D.s, 
more  program  support  for  clinical  research  training,  short-term  training  for 
medical  students  that  might  give  them  a  taste  for  research,  and  manpower 
development  awards  that  provide  up  to  $30,000  in  salary  with  a  five-year 
commitment.  There  should  be  strong  interest  and  support  in  the  medical 
schools  for  these  programs. 

Dr.  Ramey  remarked  that  perhaps  the  major  reason  students  are  not  going  into 
research  is  that  they  cannot  afford  it.  A  medical  education  is  so  expensive 
that  a  medical  student  at  graduation  may  have  debts  of  $50,000  to  $80,000. 
This  militates  against  a  research  career.  Dr.  Bondurant,  however,  sees 
promising  signs  that  students  are  becoming  interested  in  research  again  as 
a  worthy  goal  for  societal  benefit. 

Dr.  Fredrickson  then  made  some  closing  comments.  Dr.  Wilson  and  Mr.  Kelly 
will  revise  their  paper,  he  said,  and  it  will  be  considered  widely  within 
NIH  and  should  certainly  be  presented  to  the  forum  that  Mr.  Lowe  will 
create.  NIH  will  examine  the  issues  raised  concerning  the  organization 
grant  and  the  appropriate  mix  between  grants  of  this  type  and  those  for 
research  projects.  He  thanked  the  Committee  members  and  consultants  for 
their  excellent  contributions  and  expressed  his  conviction  that  this  Com¬ 
mittee  meeting  will  serve  well  as  a  base  for  future  Federal  action  in  this 
most  important  area.  And,  he  noted,  consideration  will  be  given  to  the 
agenda  of  the  next  DAC  meeting  on  Government/university/industrial  relation¬ 
ships.  The  meeting  was  adjourned  at  noon. 


Respectfully  submitted. 


Ooseph  G.  Perpich,  M.D.,  J.D. 
Executive  Secretary 


National  Institutes  of  Health 
Bethesda,  Maryland  20205 
November  25,  1980 


Attachments 


[176] 


US  K. 


DEPARTMENT  OF  HEALTH,  EDUCATION,  AND  WELFARE 

PUBLIC  HEALTH  SERVICE 
NATIONAL  INSTITUTES  OF  HEALTH 
BETHESDA,  MARYLAND  20205 

August  15,  1980 


Dear 

I  am  writing  to  provide  you  with  preliminary  information  on  the  next  meeting 
of  the  Advisory  Committee  to  the  Director,  NIH,  which  will  be  held  on  Monday 
and  Tuesday,  October  20  and  21. 

This  meeting  will  follow  up  on  the  issues  raised  at  our  meeting  of  May  13-14. 
(Minutes  of  that  meeting  with  relevant  attachments  are  being  sent  to  you 
under  separate  cover.)  We  are  arranging  for  several  presentations  addressed 
to  improved  ways  of  dealing  with  research  cost  and  accountability  issues: 

Mr.  Steve  Bernard,  Deputy  Director  of  the  NIH  Division  of  Contracts  and  Grants, 
will  discuss  several  possible  modifications  in  the  existing  NIH  grant  system; 

Dr.  Linda  Wilson  and  Mr.  James  Kelly  will  examine  possible  use  of  the  "fixed- 
price"  grant  as  a  means  of  easing  administrative  burdens  at  grantee  institu¬ 
tions;  Dr.  John  Sherman  of  the  AAMC  will  discuss  the  institutional  grant  model, 
drawing  on  NIH  experience  in  use  of  the  biomedical  research  support  grant;  and 
Dr.  Sam  Herman,  Associate  Vice  President  for  Research  at  Temple  University,  will 
talk  about  single-instrument  support  for  major  research  institutions,  using  for 
a  model  the  Cancer  Institute's  large  grant  to  Sloan-Kettering  in  the  1960's. 

Also,  as  a  followup  to  our  earlier  discussions  on  university  mechanisms  for 
setting  indirect  cost  rates  for  sponsored  research.  Dr.  Marvin  Ebel  of  the 
University  of  Wisconsin  will  brief  the  Committee  on  how  his  institution, 
through  its  joint  faculty-administration  efforts,  has  attempted  to  deal  with 
this  issue. 

Federal  perspectives  will  be  presented  by  Mr.  Richard  Lowe,  HHS  Inspector 
General  (Designate),  Mr.  Jack  Markowitz  of  the  Public  Health  Service, 

Mr.  Gaylord  Ellis  of  the  National  Science  Foundation,  and  Dr.  Denis  Prager 
of  the  Office  of  Science  and  Technology  Policy. 

A  useful  resource  document  for  the  May  meeting  of  the  Advisory  Committee  was 
the  report  of  the  National  Commission  on  Research  entitled  Accountability: 
Restoring  the  Quality  of  the  Partnership.  The  Commission's  more  recent  report. 
Funding  Mechanisms:  •Balancing  Objectives  and  Resources  in  University  Research, 

should  serve  a  comparable  function  for  our  October  meeting.  A  copy  of  this 
report  is  enclosed  for  your  review. 
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A  firm  agenda  for  the  second  day's  meeting  has  not  yet  been  set.  Tentatively, 
however,  a  number  of  topics  are  being  considered  that  flow  from  the  cost  and 
accountability  issues  discussed  above  and  from  some  of  the  health  research 
planning  issues  that  have  been  of  key  concern  to  the  Committee  over  the  past 
three  years.  In  terms  of  the  tentative  agenda,  our  plan  is  that  each  speaker 
will  prepare  a  draft  paper  by  September  15  which  can  then  be  sent  to  the  com¬ 
mentators  for  their  review.  We  do  not  expect  more  than  a  5  to  10  page  draft; 
no  written  comments  are  expected  from  the  commentators.  By  October  1,  we  hope 
to  distribute  the  papers  to  all  members  of  the  Committee  and  consultants. 

As  you  well  know,  these  issues  are  of  critical  importance  to  the  universities 
and  to  the  Federal  Government.  I  am  hopeful  that  the  Committee  will  now  take 
the  next  step  in  the  process  begun  at  the  highly  successful  May  meeting,  to 
examine  possible  alternatives  to  existing  research  support  practices  and  to 
provide  guidance  on  feasible  approaches  for  strengthening  the  research 
associations  between  the  universities  and  the  Government.  You  will  receive 
further  information  on  the  meeting,  including  the  agenda  for  the  second  day, 
in  late  September  or  early  October. 


Sincerely 


Donald  S.  Fredrickson,  M.D. 
Director 


Enclosures 
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I  very  much  appreciate  the  opportunity  to  participate  with  you  in  today's 
NIH  Advisory  Committee  meeting. 

I  am  quite  sure  that  the  topics  to  be  presented  will  generate  a  lively 
discussion  and  debate  on  the  various  issues  and  problems  which  affect 
our  National  Research  effort  at  Educational  Institutions. 

I  am  sorry  I  missed  your  meeting  on  May  13  and  14  which  covered  "Cost 
and  Accountability"  since  it  directly  relates  to  today's  meeting  on  the 
subject  of  "Federal  Funding  Mechanisms" . 

As  a  newconer  to  the  Federal  Cover nment-Oiiversity  research  accountability 
problem,  I  have  made  a  few  observations  which  I  would  like  to  pass  on 
to  you  for  your  consideration.  However,  before  doing  so  I  would  like 
to  provide  you  with  a  brief  overview  of  the  Office  of  Inspector  General. 

On  October  15,  1976,  Congress  enacted  Public  Law  94-505  that  created 
the  first  statutory  Inspector  General  in  U.S.  Civil  Government  at  the 
Department  of  Health,  Education  &  Welfare.  The  Office  became  cperational 
on  March  29,  1977  and  a  distinguished  public  servant,  Tom  Morris,  was 
designated  to  serve  as  HEW's  first  Inspector  General. 

Perhaps  it  was  the  success  of  this  office,  and  the  Congress'  ccMitinuing 
concern  about  reports  on  fraud,  abuse  and  waste  in  other  cabinet  depart¬ 
ments  that  caused  it  to  expand  the  IG  concept.  In  1978,  Congress  established 
12  additional  Inspectors  General  in  major  departments  and  agencies. 

This  Act,  like  the  original  one  for  rt^  office,  required  that  each  Inspector 
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General  periodically  submit  reports  to  the  Congress  on  progress  and 
problems  related  to  fraud,  abuse  and  waste. 

The  Office  of  the  Inspector  General  at  HHS  ccxisists  of  three  major  operating 
components: 

1.  the  Audit  Agency, 

2.  the  Office  of  Investigations,  and 

3.  the  Office  of  Health  Care  &  Systems  Review 

Although  each  of  these  organizations  carry  out  a  somewhat  different 
role,  their  activities  are  coordinated  and  ccmplement  each  other. 

The  Audit  Agency  has  a  staff  of  about  675  professional  auditors  at  52 
locations  and  their  work  in  calendar  year  1979  resulted  in  the  issuance 
of  over  1,500  audit  reports — 485  of  which  relate  to  research  grants 
and  contracts  carried  out  at  Educational  Institutions. 

In  1979  these  1,500  reports  identified  some  $188  million  in  reccmmended 
financial  adjustments  of  which  about  $14  million  related  to  audits  at 
institutions  of  Higher  Education.  However,  there  was  also  an  additional 
$187  million  of  costs  claimed  by  universities  which  were  not  supported 
by  accounting  or  other  records  required  by  Federal  regulation.  As 
a  result,  these  anounts  had  to  be  set-aside  for  negotiation  between 
program  and  university  officials. 
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RECCMMENDATIONS  EOR  CX)ST  RECOVERY; 

-  Charges  to  federal  projects  which  exceeded  actual  effort  devoted 
to  then. 

-  Cost  transfers  made  for  the  purpose  of  eliminating  cost-overruns. 

-  Use  of  billing  rates  higher  than  needed  to  recover  costs  (supplies, 
fringe  benefits,  conputer  services,  etc.). 

-  Unapproved  use  of  institutional  employees  as  consultants. 

-  Fellowship  and  other  financial  assistance  grants  to  students 
charged  as  salaries. 

In  addition  to  these  matters  which  form  the  basis  for  cost-recommendations, 
other  findings  frequently  include  the  need  for  improvements  in  cash 
management  systems,  and  better  control  and  accountability  over  equipment 
and  supplies. 

The  Office  of  Investigation  is  somev^at  smaller — it  has  a  staff  of  about 
110  criminal  investigators  at  29  locations  and  their  work  in  1979  resulted 
in  the  referral  of  over  170  cases  to  the  Department  of  Justice  for  possible 
criminal  prosecution. 

In  1979  the  01  referrals  to  the  Federal  and  State  prosecutors  resulted 
in  150  ccffivictions  with  funds  identified  for  recoveries,  fines  and  res¬ 
titutions  amounting  to  over  $14  million. 
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Many  of  these  cases  involved  the  health-care  field  —  the  Medicare, 
and  Medicaid  programs.  The  incidence  of  fraud  and  abuse  in  health, 
welfare,  and  student  financial  aid  has  been  much  more  of  a  problon 
than  we  have  experienced  at  universities,  where  fraud  and  abuse  appear 
to  be  of  minor  proportions. 

Nonetheless  the  few  instances  of  fraud  on  the  part  of  a  principal  investi¬ 
gator  or  researcher  have  received  widespread  adverse  publicity  which 
raised  questions  in  the  minds  of  the  General  Public  and  the  Congress 
as  to  whether  the  wrongdoing  was  just  an  isolated  instance  or  whether 
it  was  just  the  tip  of  the  iceberg. 

The  third  conponent,  the  Office  of  Health  Care  and  Systems  Review  consists 
of  a  small  staff  of  senior  experts  (about  40)  with  specialized  experience 
across  the  range  of  HHS  activities.  These  professionals  include  physicians, 
lawyers,  management  and  computer  experts,  as  well  as  other  program  specialists. 

One  of  the  functions  of  HCSR  is  to  determine  how  effective  the  department's 
delivery  of  services  is  perceived  by  the  users.  This  requires  the  setting 
up  of  a  service  delivery  assessment  system.  About  a  dozen  of  these 
assessments  have  been  carpleted  and  reported  to  the  Secretary  each  year. 

These  include  such  subjects  as:  Hcroe  Health  Care  for  the  Elderly;  Family 
Planning  for  Teenagers;  Foster  Care;  and  Education  of  the  Handicapped. 

We  have  not  as  yet  performed  any  assessments  of  the  NIH  programs  but 
we  hope  to  do  so  in  the  near  future.  Any  suggestions  you  might  have 
for  areas  to  be  covered  in  these  reviews  would  be  most  welcome. 
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In  an  attoipt  to  overcome  the  problems  I  previously  mentioned  related 
to  accountability  for  funds  and  to  help  overcome  any  tension  that  may 
have  develc^Jed  in  the  University-Federal  Government  relationship,  the 
Office  of  Management  and  Budget  issued  two  circulars  that  are  very  inpor- 
tant  to  your  research  programs. 

The  first  of  these  is  called  the  A-21  Cost  Principles.  This  circular, 
which  became  effective  Octctoer  1,  1979,  in  opinion  represents  an 
improvement  in  many  respects  over  its  predecessor.  Federal  Management 
Circular  73-8, 

It  does  not,  hwever,  represent  a  fundamental  change  in  the  way  the 
Federal  Government  pays  Universities  for  their  research  efforts: 
"Reimbursement  of  costs"  remains  the  basic  criterion.  Under  it,  the 
major  element  of  cost— Salaries  must  be  supported  by  a  "Monitored 
workload  systen"  (which  I  understand  is  not  receiving  great  receptivity) 
or  by  a  personnel  activity  reports  system,  each  of  which  requires  after- 
the-fact  certification. 

I  fully  understand  that  the  Time  or  Effort  certification  requirenents 
are  not  part  of  the  traditions  of  university  researchers.  However, 
the  acceptance  of  Federal  funds  implies  acceptance  of  the  ccMiditions 
under  which  they  are  offered. 

I  understand  that  sane  of  you  feel  that  the  government  has  not  gone 
far  enough  in  changing  its  accountability  requirements.  In  my  opinion, 
if  A-21  remains  less  than  desirable  to  the  Universities,  they  have  every 
right  to  caitinue  to  pursue  changes,  perhaps  using  their  own  creativity 


[189] 


to  develop  alternatives  that  would  be  acceptable  to  both  government 
and  themselves.  I  will  say  more  on  this  subject  later. 


The  other  0MB  Circular  is  called  the  A-110  Uniform  Administrative  Requirement. 
This  circular  was  inplemented  by  EHS  in  August  1978  and  appears  in  Title 
45  of  the  Code  of  Federal  Regulations.  The  circular,  which  became  effective 
on  September  1,  1978,  places  a  new  requirement  on  Universities.  It 
requires  them  to  have  an  audit  performed,  preferably  on  an  annual  basis, 
but  no  less  frequently  than  every  two  years.  Arrangements  for  these 
audits  are  the  responsibility  of  the  University  and  the  audits  can  be 
carried  out  by  CPA's,  internal  auditors,  or  in  the  case  of  State  Univer¬ 
sities,  by  State  auditors. 

This  change  certainly  is  designed  to  improve  accountability  for  Federal 
dollars.  Nevertheless,  I  am  aware  of  your  cc*icerns  that  our  nation's 
biomedical  research  effort  may  be  impeded  by  diverting  scarce  research 
dollars  to  additional  auditing. 

Reexamine  Alternatives 


Many  of  us  would  agree  that  a  reascxiable  balance  needs  to  be  struck 
between  the  government's  need  to  account  for  the  taxpayers  funds  and 
the  university's  need  for  flexibility  in  administration.  Our  concern 
for  such  a  balance  caused  iriy  predecessor  Tan  Morris,  myself,  and  senior 
staff  of  the  Audit  Agency  to  ask  for  a  meeting  with  Corptroller  General 
Klmer  Staats  in  August  1979.  Our  purpose  was  to  discuss  the  direction 
that  these  new  circulars  were  taking  and  to  explore  with  the  Comptroller 
General  alternative  means  of  financing  Federally  sponsored  research 
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at  University  establishments.  Discussions  were  also  held  with  the  Association 
of  American  Universities. 

Because  the  work  of  the  National  Commission  on  Research  was  underway, 
we  deferred  pursuing  our  suggestions  any  further  pending  the  findings 
of  the  Conmission.  When  the  Commission  issued  its  report  earlier  this 
year  it  reconmended  the  establishment  of  a  new  and  independent  Forum 
"to  watch  over  the  government-university  relationship  and  guide  its 
evolution".  In  my  judgment,  this  can  be  an  effective  means  to  bring 
out  sane  new  thinking  and  perhaps  a  more  effective  solution  to  a  long 
standing  problem. 

The  Association  of  American  Universities  was  also  concerned  that  we 
move  ahead  rapidly  to  pursue  the  Forum  coicept.  On  July  28,  the  Canop- 
troller  General  hosted  a  meeting  between  University,  Government,  and 
National  Commission  Representatives  during  which  there  was  substantial 
discussions  on  the  Research  Commission's  reconmendations. 

Questions  dealing  with  how  the  Forum  could  be  funded,  whether  there 
should  be  separate  groups  (non-Federal  and  Federal)  working  with  the 
same  issues  on  a  parallel  basis  and  suggestions  on  the  corposition  of 
the  Forum  members  were  among  the  many  items  discussed. 

Although  there  was  not  coiplete  unanimity  on  how  to  best  organize  such 
an  undertaking,  there  was  agreement  that  the  present  system  is  not  working 
optimally. 
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It  was  also  agreed  that  the  Miite  House  Office  of  Science  and  Technology 
Policy  be  invited  to  be  part  of  the  Policy  Group  working  towards  the 
establishment  of  the  Forum.  Dr.  Bartlett,  President  of  the  AAQ  has 
met  with  Frank  Press  and  is  optimistic  that  his  office  will  join  this 
endeavor. 

We  expect  ^csne  further  feedback  from  additional  sources  and  once  received, 
a  follow-up  neeting  with  the  Conptroller  General  is  planned.  We  have 
invited  Dr.  Frederickson  to  attend  this  meeting  and  to  be  one  of  the 
HHS  representatives  on  the  policy  group. 

Suggestions  lEV^r  FOrum  To  Consider 

I  would  like  to  mention  some  alternatives  which  have  been  suggested 
to  be  among  the  many  areas  that  will  be  studied  by  the  "Forum”. 

On  Cost  Reimbursement,  these  ideas  have  been  raised: 

1.  Should  payment  for  research  grants  be  based  on  cost-reimbursement 
principles  or  could  there  be  other  payment  methods  which  may 
be  more  appropriate,  given  the  nature  of  the  research  program. 

If  the  Forum  were  to  find  that  "Cost  Reimbursement"  is  the  best 
of  all  alternatives  then  - 

a  Is  it  appropriate  that  Federal  Government  policy  provide 
for  an  error  tolerance?  It  has  been  suggested  that  if  a 
reasonable  percentage  for  error  can  be  established  then 

Universities  would  not  be  expected  to  repay  the  Federal 
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Government  for  any  errors  that  ate  below  the  accepted 
tolerance.  Such  a  policy  is  now  authorized  in  our  Federal- 
State  Welfare  Programs,  but  under  rather  different  circum¬ 
stances. 

b.  Should  Cost  Reimbursement  be  "Costs"  only  or  might  a  "Cost 
plus  a  fixed  fee",  or  "Cost  plus  an  incentive  fee"  basis  be 
appropriate?  As  an  exanple,  incentive  arrangements  could 

be  developed  by  which  Universities  would  share  in  any  savings 
resulting  from  outstanding  acccnplishments  or  for  iirplonenting 
a  highly  cost-effective  system. 

c.  Should  cost  reimbursement  ccxicepts  be  expanded  to  provide 
for  the  Universities  to  receive  an  allowance  for  a  "Return 
on  Investment  cxi  Capital  Assets"? 

Under  existing  cost  principles.  Universities  are  allowed 
to  recover  depreciation  or  a  use  allowance  which  represents 
a  return  of  investment  in  capital  assets  but  the  principles 
do  not  allow  for  a  return  on  investments. 

d.  A  number  of  Universities  now  follow  a  practice  that  does 
not  fully  identify  faculty  who  actually  work  on  federally 
funded  research  projects  but  because  of  University  policy 
do  not  claim  applicable  salary  as  an  allowable  expense. 

As  an  exanple  "tenured  faculty",  salaries  in  some  instances 

are  not  charged  to  research  projects  even  though  the  faculty 

member  devotes  a  portion  of  his  efforts  to  these  activities. 
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In  cases  where  this  happens  should  Universities  be  allowed 
to  substitute  these  costs  to  offset  any  disallowances  that 
may  have  been  raised  during  an  audit.  On  the  other  hand 
should  the  University  practice  be  considered  as  "mandatory 
cost  sharing"  because  the  research  project's  approval  may 
have  been  made  based  on  the  Universities'  willingness  to 
contribute  these  faculty  services. 

ScMne  ideas  have  been  advanced  for  Fixed  Sum  Awards; 

1.  Is  a  fixed  sum  award  apprcpriate  for  use  in  the  research  grant 
program  or  would  the  Federal  Government  lose  too  much  accounta¬ 
bility  under  this  type  of  arrangement?  In  the  commercial  profit¬ 
making  sector  any  profit  made  under  fixed  price  awards  can  be 
subsequently  used  for  whatever  purpose  the  company  sees  fit. 

In  the  research  grant  program  we  can  establish  controls  so 
that  any  excess  of  fixed  sums  received  over  sums  expended  must 
be  used  in  future  periods  for  research  and  cannot  be  diverted 
to  non-research  purposes.  Further,  simple  measures  can  be  adapted 
so  that  "savings"  are  not  used  up  by  the  payment  of  inflated 
salaries  or  other  inappropriate  benefits  to  individual  researchers. 

To  encourage  efficient  and  economical  practices,  perhaps  a  portion 
of  any  "savings"  could  be  used  by  researchers  for  any  research 
purpose  they  deem  worthwhile  without  requiring  approval  from 
Federal  officials.  The  balance  of  savings  would  have  to  be 
used  in  furtherance  of  the  purpose  stated  in  the  grant  award. 
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Here  are  seme  thoughts  on  the  Roles  of  Principal  Investigators  and  Univer¬ 
sity  Administrators  that  the  Forum  could  examine; 

What  are  the  respective  authorities  and  responsibilities  of  principal 
investigators  and  university  administrators  and  to  whom  should  the  Federal 
Government  look  to  for  satisfaction  if  either  the  researcher  or  admini¬ 
strator  violates  Federal  regulations? 

As  an  example,  if  a  principal  investigator  uses  Federal  research  funds 
in  a  fraudulent  manner,  v^o  should  make  the  appropriate  reimbursement 
to  the  Federal  Government?  Is  it  the  principal  investigator  or  should 
reimbursement  come  from  university  general  funds?  Does  it  make  any 
difference  whether  the  university  should  have  established  necessary 
ccxitrols  to  prevent  or  detect  such  abuses? 

What  are  the  responsibilities  of  the  university  and  the  principal  investi¬ 
gator  in  potential  conflict  of  interest  situations?  Suppose  a  university 
researcher  agrees  to  ccxiduct  the  same  research  for  a  private  company 
and  for  the  government,  while  getting  paid  by  both?  Or  suppose  he  is 
privately  receiving  cCTisultation  payments  from  an  industry  and  is  acting 
as  a  scientific  advisor  to  government  on  questions  related  to  that  industry? 
I  hope  the  proposed  forum  can  help  show  us  how  to  protect  the  public 
interest  without  unduly  inpeding  the  legitimate  transfer  of  technological 
information. 
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Itiese  alternatives  my  be  cxxisidered  cxxitroversial,  however  they  represent 
exanples  of  the  creative  thinking  that  is  needed  to  assist  all  of  us 
in  developing  solutions  to  these  corplex  problems. 

Thank  you. 
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Subpart  H 

Standards  for  Grantee  and  Suborantee 
Financial  Managepient  Systems 


Swbport  H— StandonU  for  Gmntee 
•Ml  SubgrcBtM  Finondoi  l^aao^sp- 
mwrt  SysIWBS 
f  liM  Scse*  ^  mbewt. 

This  lubpart  preocrlba  ttaodarda 
tor  flrunrtaJ  BMuatmest  rrMems  o4 
(nat-  aod  iubsruiusupi>oreed  aetiT)- 
UeL  Awardlne  parties  tbaH  pot  topeoe 
adetlUODaJ  Bandards  oo  tecipiezKs 
unien  spedfleaQ;  prerlded  for  1»  » 
Fedeni  statuu;  <e4t  Ute  JoiatPundlsc 
SimpUflcadoB  Act,  Pab.  U  93-610)  or 
these  reeuiatlofH.  Hovert?,  iusr» 
dons  and  wslstaace  Bar  be  provided 
In  atabhshlnc  or  hspioytos  Onandal 
raanaceinent  tytteaa  vben  heeded  or 
requested. 

{lAtl  StaadasdsL 

Qraateee  andsnbemitees  xhaS  mmeS 
the  ioUowihx  Randards  lor  their  erant 
and  ntkcrsot  naae^aaeat 

STeteaia. 

(al  fttLoaseial  oeporttoa.  Aocmsc, 
current,  azcd  eonpiete  <UeBir«ge  of 
the  ftnanrlhl  milts  ol  aeb  prolect-ar 
procraa  shall  be  made  In  aecordaoea 
with  tlw  flanwtal  reportlcq  requlre> 
mesti  of  the  swnt  or  aubcraDt.  The 
terms  of  tnnts  and  enbgnaa  eheii 
not  require  aumrlei  reporOna  ee  the 
aaerBBl  bcste  if  the  redpieiit's  aoeouat' 
lor  ayetem  is  matstatned  SB  the  eoah 
basis.  When  aocToal  reporUar  it  ststh> 
torl^  resattt^  a  leelpiest  wfacee  ao- 
countlna  irvtea  la  not  ma&itatBed  ee 
that  basis  «)otTi  not  be  reqolredl  to  eon- 
K.  to  the  aceruai  ba^  the  sodpl* 
eni  develop  the  asmtai  mferms' 
tMe  tbtouch  as  analjals  at  the  doeo* 
meatattoB  on  band. 

rb)  Aecowndap  reeotrfs.  Seeordt 
wtdch  IdeBOfT  adeqaatear  Ok  aocEree 
and  appUcadoa  of  ftmds  for  paat'  cr 
a)ibpaot<sin»poiriad  aetMOas  BiaU  be 
maintained.  Theae  recoitla  ahah  eoa- 
tain  InlormaTinp  pertalnlBC  to  snmt 


or  Eubgrant  awarda.  authorizations, 
obllgatloha.  unoDUsated  balances, 
asteta.  ouUaya.  income,  and.  U  the  re¬ 
cipient  Is  a  government.  Uahilitles. 

(c)  Internal  eontroL  Effective  con¬ 
trol  and  accountability  shaH  be  main¬ 
tained  lor  all  grant  or  subgrant  cash, 
real  and  personal  property  covered  by 
tubpart  O  ol  this  part,  and  other 
assets.  Recipients  shall  adequately 
safeguard  all  auch  property  and  shall 
assure  that  It  la  used  solely  lor  author¬ 
ized  purposes. 

(d)  Sudfetarv  eontroL  The  actual 

and  budgeted  amounts  tot  each  grant 
or  subgnnt  shall  be  compared.  If  ap¬ 
propriate  or  tpecllleaUy  required,  re¬ 
cipients  shall  relate  financial  informa¬ 
tion  to  pcrlormance  or  productivity 
data.  Including  the  production  of  unit 
coat  information.  If  unit  cost  data  are 
required,  estimates  based  on  available 
documentation  will  be  accepted  when¬ 
ever  possible.  » 

(e>  Advance  payments.  Procedures 
shall  be  established  to  minimirg  the 
time  elapsing  between  the  advance  of 
Federal  grant  or  subgrant  funds  and 
their  disbursement  by  the  recipient. 
When  advances  are  made  by  a  letter- 
of-credlt  method,  the  recipient  shall 
make  drawdowns  as  close  as  possible 
to  the  time  of  malclng  disbursements. 
Orantees  ^vanung  cash  to  subgran¬ 
tees  shall  conform  sustantiaily  to  the 
same  standards  of  tiwiing  and  amount 
as  apply  to  advances  by  Federal  agen¬ 
cies  to  grantees.  Including  require¬ 
ments  for  timely  reporting  of  cash  dis¬ 
bursements  and  bailees.  (See  subpart 
K  of  this  part.) 

(f)  Allowable  costs.  Procedures  shall 
be  established  for  determining  the  rea¬ 
sonableness,  allowability,  and  allocab>- 
Uty  ol  costs  in  accordance  with  the  ap¬ 
plicable  cost  principles  prescribed  by 
subpart  Q  of  this  pan  and  the  terms 
ol  the  grant. 

(g)  Source  documentation.  Account¬ 
ing  records  shall  be  supported  by 
source  documentation  such  as  can¬ 
celled  checks,  paid  bills,  payrolls,  con¬ 
tract  and  subgrant  award  documents, 
etc. 

(h)  Audits.— <1)  General  External  or 
internal  audits  shall  be  made  in  ac¬ 
cordance  with  generally  accepted  au¬ 
diting  standards,  including  the  stand¬ 
ards  of  the  U£.  General  Accounting 
Office's  publication  ‘Standards  for 
Audit  of  Governmental  Organizations 
Programs,  Activities,  and  Functions."' 
The  auditors  engaged  by  the  recipient 
shall  meet  the  criteria  for  gualifica- 
tions  and  Independence  in  that  publi¬ 
cation. 

(2)  Purpose  and  scope.  Tat  purpose 
of  these  audits  shall  be  to  determine 
the  effectiveness  ol  the  financial  man¬ 
agement  systems  and  Internal  proce- 


'  Available  frotn  the  gupertntendent  of 
Doeumenu,  U.3.  Govemmeni  PnnOng 
Office.  Washiogtoc.  D.C  20402. 
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dures  established  by  the  recipient  to 
meet  the  terms  of  its  grants  and  sub¬ 
grants.  The  recipient's  auditors  need 
not  examine  every  grant  or  subgrsnt 
awarded  to  the  redplent.  Rather, 
audits  generally  should  be  made  on  an 
organization-wide  basis  to  test  the 
fiscal  Integrity  of  financial  transac¬ 
tions  and  compliance  with  the  terms 
of  awar^  These  tests  would  include 
an  appropriate  sampling  of  Federal 
grants  and  subgranu. 

(3)  Freguenev.  These  audita  shall  be 
conducted  on  a  continuing  basis  or  at 
scheduled  Intervala.  usually  once  a 
year,  but  at  least  every  two  years.  The 
frequency  shall  depend  on  the  nature, 
size  and  complexity  of  the  recipient's 
grant-  or  subgrant-supported  activi¬ 
ties. 

(4)  Relation  to  Federal  audit.  These 
audits  may  affect  the  frequency  and 
scope  of  F^eral  audit.  However,  noth¬ 
ing  In  this  section  Is  intended  to  limit 
the  right  of  the  Federal  Government 
to  conduct  an  audit  of  a  grant-  or  sub¬ 
grant-supported  activity. 

(5)  Audit  resolution.  The  recipient 
shall  follow  a  systematic  method  to 
assure  timely  and  appropriate  resolu¬ 
tion  of  audit  findings  and  recommen¬ 
dations. 

(6)  Copses  of  audit  reports  A  copy  of 
each  audit  report,  and  a  description  of 
Its  resolution,  shall  be  fumlsbed  to 
the  appropriate  regional  office  of  the 
E£W  Audit  Agency. 
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IS  Portfolio: 

A  survey  of  federal  paperwork 
problems  on  campus  1 5 
State  and  institutional  com¬ 
parative  analyses  using  HECI5 
finance  data;  a  review  20 
Review:  benefit  plans  in 
higher  education  24 
Costing  for  policy  analysis  25 
Accountability:  restoring  the 
quality  of  the  partnership  28 

30  NACUBO  and  Regional 
Association  News 

32  Databank 


College  Housing  Loan  Regulations  Proposed  3 

The  Department  of  Housing  and  Urban  Development  has  issued 
proposejl  regulations  for  this  year's  College  Housing  Loan  program. 
Approximately  S85  million  will  be  available  for  3  percent  loans  this 
year.  (The  proposed  rules  are  reprinted  beginning  on  page  4.) 

GAO  Criticizes  College  Housing  Loan  Program  5 

The  General  Accounting  Office  has  issued  a  report  identifying  two 
major  areas  in  which  the  College  Housing  Loan  program  could  be 
improved:  management  weaknesses  in  the  selection  of  projects  for 
funding,  and  delays  in  final  approval  of  loan  agreements. 


TIAA-CREF  Meets  with  NACUBO  and  CUPA  6 

Representatives  of  NACUBO  and  the  College  and  University  Per¬ 
sonnel  Association  met  recently  with  officials  of  TIAA-CREF  to  dis¬ 
cuss  issues  affecting  campus  employee  benefits. 


OMB  Circular  Imposes  Grant  Audit  Requirements  8 

OMB  Circular  A-110  imposes  certain  audit  requirements  on  all  or¬ 
ganizations  receiving  federal  grants  or  cooperative  agreements.  A 
summary  of  the  requirements  as  they  relate  to  colleges  and  univer¬ 
sities  is  given. 
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0MB  Circular  A-110  Imposes  Audit 
Requirements  on  Institutions  with  Grants 


OMB  Circular  A-T10  imposes  cer¬ 
tain  audit  requirements  on  all  or¬ 
ganizations  receiving  federal  grants 
or  cooperative  agreements.  These 
requirements  appear  in  Paragraph 
2h  of  Attachment  F:  Standards  for 
Financial  Management  Systems. 

OMB  Circulars  are  addressed  to 
federal  agencies.  Their  provisions 
are  applied  to  institutions  only 
through  the  medium  of  regulations 
issued  by  the  agencies  making 
a\vards  or  by  agencies  to  whom 
cognizance  has  been  assigned.  In 
the  case  of  most  educational  in¬ 
stitutions,  audit  cognizance  has 
been  assigned  to  HEW — or,  as  it  is 
now  known,  the  Department  of 
Health  and  Human  Services  (HHS). 

HEW's  implementation  of  Circu¬ 
lar  A-tIO  appears  in  the  form  of 
Title  45  Part  74.61  h  of  the  Code  of 
Federal  Regulations  (45  CFR  74.61  h). 
The  audit  requirement  is  included 
in  a  revision  of  Part  74  that  ap¬ 
peared  in  the  August  2,  1978  Fed¬ 
eral  Register,  page  34076. 

A  summary  of  the  requirements 
of  45  CFR  74.61  h  follows.  Those 
few  institutions  not  under  HHS 
cognizance  will  have  a  different 
source  for  guidance,  but  the  re¬ 
quirements  will  undoubtedly  be 
quite  similar,  since  they  are  based 
upon  Circular  A-110. 

Choice  of  Auditor.  The  required 
audit  may  be  performed  by  any 
qualified  auditor,  internal  or  ex¬ 
ternal,  who  meets  certain  criteria 
for  independence.  In  general,  audi¬ 
tors  must  be  sufficiently  indepen¬ 
dent  of  those  who  authorize  the 
expenditure  of  federal  funds  to 
produce  unbiased  opinions,  con¬ 
clusions,  and  judgments.  The  de¬ 
tailed  criteria  for  independence,  to¬ 
gether  with  examples  of  situations 
that  might  impair  an  auditor's  in¬ 
dependence,  appear  as  Chapter  3 
of  Part  3  of  a  U.S.  Generai  Account¬ 
ing  Office  (CAO)  publication.  This 
publication,  "Standards  for  Audit 
of  Governmental  Organizations, 

8 


Programs,  Activities  and  Functions" 
may  be  obtained  from  the  Super¬ 
intendent  of  Documents,  Washing¬ 
ton,  DC  20401,  for  65  cents  (stock 
no.  2000-00110). 

Purpose  arid  Scope  of  Audit  The 
audit  should  be  designed  to  ascer¬ 
tain  the  effectiveness  of  the  finan¬ 
cial  management  systems  and  of 
the  internal  procedures  that  the 
institution  has  established  to  meet 
the  terms  of  its  federal  agreements. 

Sampling.  There  is  no  need  to  ex¬ 
amine  every  award.  Rather,  the 
audit  should  be  made  on  an  or¬ 
ganizationwide  basis  to  test  the 
fiscal  integrity  of  the  financial  man¬ 
agement  systems  and  compliance 
with  the  terms  of  the  awards.  These 
tests  would  include  an  appropriate 
sampling  of  federal  grants,  sub¬ 
grants,  or  cooperative  agreements 
(procurement  contracts  are  not 
covered  by  Circular  A-110  or  by 
Part  74).  The  extent, of  the  sampling 
is  left  to  the  auditor's  judgment 
and  may  depend  on  the  quality  of 
internal  controls. 

Frequency.  These  audits  are  to  be 
conduaed  on  a  regular  basis, 
usually  annually  but  at  least  every 
two  years.  For  most  .nstitutions,  an 
audit  should  be  perfo.med  by 
August  1980. 

Relation  to  Federal  Audit  These 
audits  do  not  replace  the  audit  re¬ 
sponsibilities  of  the  federal  govern¬ 
ment.  They  may,  however,  affect 
the  frequency  and  scope  of  federal 
audits,  whether  favorably  or  not. 

Relation  to  Traditional  Audit.  Most 
institutions  have  always  had  regular 
audits,  either  by  commercial  CPA 
firms  or  by  state  auditors.  These 
audits  have  not  normally  included 
tests  of  compliance  with  the  terms 
of  federal  agreements.  Some  insti¬ 
tutions  may  choose  to  have  these 
compliance  tests  added  to  the 
regular  audit.  Others  mav  choose 
to  have  them  handled  separately. 


Internal  auditors  may  be  used  for 
the  purpose,  if  qualified  and  inde¬ 
pendent  as  described  above. 

Audit  Resolution.  The  institution 
must  follow  a  systematic  method  to 
assure  timely  and  appropriate  reso¬ 
lution  of  audit  findings  and  recom¬ 
mendations. 

Copies  of  Audit  Reports.  For  those 
institutions  under  HHS  cognizance, 
a  copy  of  each  audit  report  and  a 
description  of  its  resolution  is  to 
be  furnished  to  the  appropriate 
regional  office  of  the  HHS  Audit 
Agency. 

Special  Program  Audits.  Certain 
programs  have  special  audit  re¬ 
quirements,  including  student  fi¬ 
nancial  aid  programs.  These  re¬ 
quirements  are  still  in  effect  and 
are  not  subject  to  45  CFR  74.61h. 

GAO  Guidelines.  In  February  1980 
the  General  Accounting  Office 
issued  a  standard  audit  guide  to 
replace  the  large  number  of  indi¬ 
vidual  program  audit  guides  ap¬ 
plicable  to  state  and  local  govern¬ 
ments.  Entitled  "Guidelines  for 
Financial  and  Compliance  Audits 
of  Federally  Assisted  Programs,"  it 
was  published  in  the  April  2  Fed¬ 
eral  Register,  page  21837,  but  only 
as  an  adjunct  to  a  revision  of  OMB 
Circular  A-102.  That  circular  ap¬ 
plies  only  to  state  and  local  govern¬ 
ments  and  to  Indian  tribal  govern¬ 
ments  While  a  similar  audit  guide 
is  planned  for  eventual  publication 
as  a  part  of  Circular  A-110,  the 
CAO  guide  does  not  apply  to  col¬ 
leges  and  universities.  While  parts 
of  the  guide  may  be  of  some  use, 
any  attempt  bv  auditors  or  others 
to  impose  it  as  a  mandatorN'  re¬ 
quirement  should  be  firmly  re¬ 
sisted. 

Cost  of  Audit.  It  is  appropriate  to 
include  audit  costs  in  the  research 
administration  pool  to  the  extent 
that  thev  can  be  identified  with 
audits  directed  specifically  to  fed¬ 
eral  proiects.  Otherwise,  audit  ex¬ 
pense  should  be  included  in  the 
general  and  administrative  expense 
pool. 
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MODIFICATION  CF  THE  EXISTING  NIH  GRANT  SYSTEM 


Director's  Advisory  Committee  Meeting,  October  20-21,  1980 

By 

Steven  C.  Bernard 

Office  of  Extramural  Research  and  Training,  NIH 

Background 

In  June  1980,  NIH  launched  an  introspective  examination  of  several  aspects 
of  our  existing  grant  systan  with  a  goal  of  evaluating  what  we  are  now 
doing  and  to  sinplify  and  improve  the  process  as  deemed  appropriate.  This 
initiative  began  with  the  establishment  of  three  WDrking  groups  under  the 
aegis  of  NIH's  Gtants  Managanent  Advisory  Committee  (GMAZ),  v^ich  v^re 
respectively  charged  with  considering: 

1.  Question  of  "Automatic"  Carryover  1/ 

2.  Intermingling  of  Funds  Betv^n  "Closely  Related"  Grants 

3.  Chcinges  in  Due  Date  Requirements  for  Expenditures  Reporting 

Because  of  time  considerations  at  today's  meeting,  I  am  going  to  focus  on 
only  the  first  two  issues  (i.e.,  "automatic"  carryover  and  intermingling 
of  funds  between  "closely  related"  grants)  since  we  believe  they  will  be 
of  most  general  interest  to  this  audience.' 


"Carryover"  in  this  context  meaning  the  authorized  transfer  of 
unobligated  balances  from  one  period  for  use  in  a  subsequent 
period  as  additional  income.  At  present,  this  is  allowed  with  the 
prior  appx)val  of  the  awarding  unit;  the  question  being  examined 
was  vAiether  or  not  this  should  be  authorized  "automatically." 
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Carryover  -  Prior  Approval  of  Awarding  Unit  or  "Automatic?" 

Current  PHS  policy  allows  for  estimated  or  actual  unobligated  balances 
remaining  at  the  end  of  a  budget  period  to  be  treated  by  awarding  units  in 
the  following  ways; 

1.  As  an  offset  (deduction)  from  the  continuation  award, 
if  there  is  one 

2.  As  a  refund  to  the  Govemment  (generally  occurs  only  at 
termination  of  project  support) 

3.  As  a  carryover  for  use  in  a  subsequent  budget  period,  as 
additional  funding  authorized  for  purposes  requested  and 
justified  in  the  continuation  year  application 

These  options  have  been  in  effect  since  the  initiation  of  the  project  period 
system  on  July  1,  1964.  Prior  to  that  time  NIH's  policy  permitted  any 
unexpended  balance  up  to  $5,000  or  one-half  of  the  amount  of  the  continuation 
grant,  vhichever  was  less,  to  be  transferred  from  one  budget  period  to  the 
next  non-competing  continuation  grant  and  thus  remain  available  for  expendi¬ 
ture  during  that  subsequent  period.  This  was  an  automatic  practice  and  did 
not  require  prior  approval.  With  the  advent  of  the  project  period  system, 
NIH  was  obliged  to  abandon  its  automatic  carryover  practice,  primarily 
because  of  criticism  directed  at  NIH  at  that  time  by  the  General  Accounting 
Office.  GAO  objected  to  grantees  being  allowed  to  retain  funds  without  any 
specific  justification  or  expressed  need.  The  new  system  extended  awarding 
units  the  prerogative  of  authorizing  carryover,  but  on  the  basis  of  specific 
justification  and  with  prior  approval  of  the  awarding  unit.  This  practice 
has  remained  in  force  to  the  present  time. 
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Rightly  or  wrongly,  the  prevailing  NIH  philosophy  for  the  last  16  years  has 
been  predicated  on  preserving  funds  for  v^ich  there  is  no  expressed  need  or*" 
justification  and  thereby  accrue  "savings"  V  v^ich  in  the  aggregate  allow 
us  to  fund  more  grants.  Since  we  have  many  meritorious  projects  which  have 
been  approved,  but  because  of  their  relative  priority  standing  cannot  be 
funded  within  available  appropriations,  this  long-standing  practice/philosophy 
has  been  judged  (by  NIH  staff  at  least)  to  be  desirable.  It  has  been  our 
contention  that  fcy  thus  increasing  the  research  base,  we  benefit  grantee 
institutions  through  the  award  of  additional  grant  projects  and  at  the 
same  time  enhance  biomedical  research  broadly. 

lb  give  some  perspective  to  NIH's  utilization  of  unobligated  funds,  I  would 
li)ce  to  present  some  data  (Exhibit  I).  What  you  see  displayed  is  a  five  year 
history  (FY  1976-1980)  of  unobligated  balances  actually  applied  against 
then  current  year  awards.  Ihese  offsets,  broken  down  by  major  program 
(i.e.,  traditional  research  project,  program  project,  etc.)  and 
total  for  cill  awards,  reveal  a  rather  uniform  pattern.  For  exanple,  the 
overall  percentage  of  uncial igated  balances,  v^ich  in  this  context  represent 
"savings",  are  very  consistent  (Exhibit  II),  ranging  tightly  between  2.4 
and  3.2%  of  the  total  budgeted  amount. 


Unobligated  balances  are  applied  as  offsets  (deductions)  to  continuation 
awards  and  thus  reduce  the  amount  of  "new  money"  required  to  fund  a 
given  authorization  level. 
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On  the  one  hand  the  percentage  of  savings  may  appear  insignificant  and 
uninpressive,  but  dollar-wise  the  cumulative  "savings"  factor  takes  on 
greater  weight.  Ihis  same  five  year  period  provided  total  offsets  ranging 
from  a  low  of  nearly  $43  million  to  a  high  of  $61  million.  Based  on  an 
average  size  research  project  grant  award  of  $78,000,  these  offsets 
potentially  provided  for  3,281  awards  v^ich  otherwise  would  have  gone 
unfunded  during  this  five  year  period. 

Another  order  of  magnitude  is  to  conpare  the  approximately  $54  million 
unobligated  balance  figure  for  FY  1979  with  total  ctoligations  of  selected 
NIH  conponents'  entire  operations  for  the  same  fisccd  year; 


$40.5  Million 
$56.5  Million 
$65.0  Million 


NIM 

NIA 

NIER 


The  cumulative  offsets  applied  NIH-wide  exceed  or  approximate  each  of  these 
three  canponents  total  obligations  for  their  inclusive  operations. 

Use  of  Unobligated  Bcdances  Reported  For  Terminal  Year  Awards 

At  the  outset,  I  mentioned  that  one  of  the  options  available  to  awarding 
units  for  disposition  of  unobligated  balances  was  that  balances  could  be 
returned  "as  a  refund  to  the  Government."  It  was  noted  that  this  generally 
occurs  only  at  termination  of  project  support.  Balances  accruing  in 
terminal  years  represent  another  form  of  "savings"  v^ich  are  critical  to 
the  financial  managonent  of  NIH's  Indirect  Cost  Management  ^^tem  (ICMS). 
NIH  operates  a  reimbursement  system  which  p)rovides  for  final  settlement 
of  indirect  costs,  adjusted  to  actual.  Indirect  costs  are  commonly 
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advanced  to  most  of  our  grantees  on  a  provisional  basis.  Subsequent  to 
issuance  of  a  grant  award,  allowable  rebudgeting  or  negotiated  changes 
in  indirect  cost  rates  effecting  that  award  may  increase  the  earned  indirect 
costs  (decreases  may  occur  also).  In  cases  of  increased  bases  or  rates,  NIH 
"owes"  the  grantee  institution  additional  funds,  if,  indeed,  it  intends  to 
pay  actual  costs.  The  additional  dollar  requirements  necessary  to  meet  this 
obligation  are  shown  in  the  settlannent  figures  for  FY  1966-1979  (Exhibit  III). 
You  will  note  that  additional  dollars  in  the  $10-15  million  range  are  required 
each  year.  The  funds  to  meet  this  additional  requirement  are  largely  derived 
from  terminal  year  "savings." 

Other  funding  agencies  do  not  have  this  problem  because  they  do  not  provide 
for  after-the-fact  adjustments.  In  short,  they  "fix"  the  indirect  cost 
allowance  at  the  outset  and  oblige  the  recipient  to  absorb  any  increase. 

Having  examined  historical  trends  and  available  expenditures  data,  it  is  the 
preliminary  consensus  of  NIH's  Grants  Managorvent  Advisory  Committee  that  we 
should  not  resurrect  an  "automatic"  carryover  practice.  We  believe  that 
the  existing  system  offers  flexibility  for  individual  cases  v^ile  at  the 
same  time  providing  maximum  efficiency  in  the  utilization  of  unobligated 
funds,  which  flow  back  to  grantee  institutions  in  the  form  of  additional 
awards  that  accrue  to  their  benefit  and  hopefully  the  "general  good."  Vfe 
prefer  the  existing  system  in  that  it  provides  for: 

1.  Carryover  of  unobligated  balances  on  a  case-by-case  basis 
vrtien  requests  are  judged  to  be  justified  and  warranted  under 
the  individual  circumstances 
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2.  Funding  additional  meritorious  awards  (vrtiich  otherwise  wDuld 
not  be  made)  through  the  use  of  cumulative  "savings" 

3.  Upward  adjustments  of  earned  indirect  costs  through  the  use 
of  terminal  year  "savings",  thus  meeting  our  obligation  to 
pay  actual  overhead  costs 

Intermingling  of  Funds  Between  "Closely  Related"  Grants 

Oie  of  the  most  significant  audit  resolution  problems  that  DHHS  program 
agencies  have  faced  in  recent  years  is  numerous  untimely  and  undocumented 
cost  transfers  by  audited  grantee  and  contractor  institutions.  In  the 
absence  of  adequate  documentation,  most  of  the  questioned  cost  transfers 
aK^eared  to  have  been  made  to  eliminate  an  overrun  (deficit)  in  one  or 
more  projects  or  to  "use  ijp"  unobligated  funds  at  the  end  of  a  project 
period.  NIH  audit  settlements  involving  unallowable  cost  transfers 
during  the  past  three  calendar  years  have  resulted  in  recoveries  totalling 
approximately  $5  million. 

As  a  part  of  settlement  negotiations,  it  was  not  uncommon  for  an  audited 
institution  to  argue  that  the  transferred  cost  could  be  charged  to  either 
project  because  together  they  v^re  supporting  "one  identified  activity." 
Translated,  this  means  that  recipients  contended  after-the-fact  that  the 
separately  supported  projects  vrere  so  "closely  related"  that  their  costs 
should  virtually  be  interchangeable. 

Current  PHS  policy  provides  for  a  limited  application  of  this  general 
concept,  but  as  presently  stated  it  is  applicable  only  to  salaries,  and 
only  then  when  agreed  to  in  advance  by  the  PHS  component.  The  applicable 
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statement  reads: 

"When  an  employee  is  working  on  tvro  or  more  grant-s  imported 
projects,  his/her  salary  will  be  prorated  to  each  project 
based  on  the  time  or  effort  devoted  to  each  project,  ffow- 
ever,  if  FHS  has  agreed  in  advance  that  tvo  or  more  grants 
concurrently  su^^ort  one  identified  activity  or  program, 
the  Sellar ies  need  not  be  prorated.  In  such  instances,  salaries 
may  be  charged  to  any  one  of  the  grants  involved." 

Given  the  fact  that  the  preporK3erance  of  NIH  support  is  in  the  form  of 
discrete  project  grants,  the  concept  described  above  has  had  very  little 
applicability  historically. 

With  this  background,  the  OWC  Wbrking  Group  was  given  the  following  formal 
charge : 

"The  Group  should  consider  options  which  would  allow  grantees 
under  some  prescribed  circunstances  to  intermingle  funds 
between  'closely  related'  grants.  This  proposal  should  be 
considered,  keeping  in  mind  NIH's  ej^rience  with  the  'identified 
activity'  concept,  problems  with  late  cost  transfers,  and  the 
legal  inplications  of  liberalizing  policy  in  this  area." 

Supplemental  guidance  to  the  Working  Group  was  suggested  by  Mr.  Henry 
G.  Kirschenmann,  Director,  Office  of  Gtant  and  Contract  Financial  Manage¬ 
ment,  DHHS,  who  asked  the  Group  to  consider  two  key  issues: 

1.  Address  the  degree  to  which  individually  funded  grants  are, 
in  fact,  closely  related  scientifically. 
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2.  Establish  how  relatedness,  v^en  known  in  advance  of  an  award, 
can  be  reflected  in  the  grant  award  with  sufficient  clarity 
to  convey  its  acceptability  to  non-scientific  reviewers  such 
as  auditors,  audit  resolution  staff,  and  grants  managers. 
Secondarily,  consider  how  relatedness  can  be  effectively 
determined  and  communicated  when  a  related  project  is  begun 
after  a  given  NIH  grant  is  awarded. 

In  its  deliberations,  the  (3^  Working  Group  was  unanimous  on  the  position 
that  there  should  be  little  or  no  overlap  between  or  among  discrete  research 
projects  which  are  submitted  and  requested  as  separate  and  distinct  pro¬ 
posals,  but  there  was  also  a  recognition  that  there  are  seme  individual 
situations  v^ere  "one  identified  activity"  is  valid  so  long  as  such  a 
determination  is  agreed  to  advance  by  all  affected  parties.  After  con¬ 
siderable  discussion,  the  Working  Group  developed  the  following  proposed 
definition  of  close  relatednesss  for  purposes  of  advance  recognition  of 
"one  identified  activity"  and  with  it  a  sanction  to  intermingle  funds: 

"Closely  related  projects  are  ones  vAiere  the  respective 
specific  research  aims  are  interdependent;  that  is,  objectives 
of  one  of  the  projects  cannot  be  adequately  achieved  without 
the  conduct  of  the  research  on  the  other  project  or  projects." 

The  Group  also  suggested  that  the  limited  application  of  this  concept  should 
extend  to  other  direct  cost  categories  besides  merely  salaries.  This  wDuld 
require  an  amendment  of  the  existing  PHS  Grants  Policy  Statement  language 
to  extend  the  present  coverage. 
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Criteria  was  also  developed  by  the  Vforking  Group  to  serve  as  illustrative 
factors  to  help  in  the  determination  of  close  relatedness  (Exhibit  IV). 

It  was  also  recommended  that,  v^ere  appropriate,  a  post-award  determination 
of  close  relatedness  should  be  permitted  so  long  as  the  application  and 
effect  of  such  a  determination  was  prospective.  (By  contrast,  the  Group  felt 
strongly  that  there  be  no  retroactive  implications.) 

Further,  it  was  recommended  that  as  applicable  such  determinations  should  be 
ac)aiowledged  in  writing  by  the  Grants  Management  Officer  (preferably  in 
award  documents) . 

Uie  Group  recognized  that  even  with  the  use  of  its  clarifying  definition  of 
close  relatedness  (coupled  with  the  aid  of  illustrative  factors  shown  in 
Exhibit  IV) ,  there  probably  vould  not  be  a  significant  increase  in  the 
number  of  projects  being  identified  as  closely  related  or  "one  identified 
activity";  however,  the  definition  must  be  viewed  in  the  context  of  (1) 
legislation  supporting  the  Federal  sponsorship  of  health-related  reseach 
through  the  award  of  project  grants  and  (2)  the  Pser  Review  Syston  goals 
of  supporting  only  the  most  meritorious  discrete  research  projects. 

Hie  Group  concluded  by  stating  that  if  senior  NIH  management  or  others  feel 
that  their  proposal  should  be  broadened  in  the  interest  of  adopting  more 
institutional-li)ce  support  mechanisms  (e.g.,  NSF's  Master  Grant),  they 

suggest  consideration  be  given  to  the  appointment  of  a  separate  Task  Force 

1 

composed  of  scientific  and  administrative  staff  from  within  and  outside 
the  Government  to  further  consider  this  issue  and  its  inplications. 
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unobligated  Funds  Reported  for  Selected  Types  of  Grants  -  FY  1976-80 
(Dollars  in  Thousands) 


Total 


Type  of  Award  and  Year 

Atount 

Budgeted 

unobligated 

Bfilance 

Percent  ^ 
unobligated 

1976 

POi-Program  Project 

266, 7S6 

6,490 

2.4 

P30-<!enter  Core 

81,000 

3,879 

4.8 

PSO-Specialized  Center 

106,907 

10,416 

9.7 

RDl-Traditional  Research  Project 

8S4,666 

14,558 

1.7 

Subtotal 

1,309,329 

35,343 

2.7 

Tbtal  All  Awards 

1,694,364 

54,673 

3.2 

%  of  Total 

77.3 

64.6 

1977 

FOi-Program  Project 

22S,328 

5,324 

2.4 

P30-Center  Core 

80,283 

2,950 

3.7 

PSO-Specialized  Center 

101,641 

3,551 

3.5 

RDl-TYaditional  Research  Project 

783,322 

12,969 

1.7 

Subtotal 

1,190,574 

24,794 

2.1 

Total  All  Awards 

1,582,489 

42,678 

2.7 

%  of  Toted. 

75.2 

58.1 

1978 

POl-Program  Project 

236,976 

7,302 

3.1 

P30-Center  Core 

86,738 

2,053 

2.4 

PSO-Specialized  Center 

110,639 

1,489 

1.3 

RDl-Treufitional  Research  Project 

918,221 

14,929 

1.6 

Subtotal 

1,352,574 

25,773 

1.9 

Total  All  Awards 

1,799,094 

43,639 

2.4 

%  of  Tbtal 

75.2 

59.1 

1979 

POl-Program  Project 

266,906 

4,169 

1.6 

P30-Center  Core 

98,049 

3,674 

3.7 

PSO-Specialized  Center 

121,298 

2,473 

2.0 

ROl-TYaditional  Research  Project 

1,137,844 

16,853 

1.5 

Subtotal 

1,624,097 

27,169 

1.7 

Total  All  Awaurds 

2,122,403 

53,951 

2.5 

%  of  Tbtal 

76.5 

50.3 

1980  (As  of  9/29/80) 

POl-Program  Project 

293,976 

6,807 

2.3 

P30-Center  Core 

96,673 

3,337 

2.5 

PSO-Specialized  Center 

123,127 

2,976 

2.4 

RDl-TYaditional  Research  Project 

1,274,660 

24,421 

1.9 

Subtotal 

1,788,436 

37,541 

2.0 

Total  All  Awards 

2,326,094 

61,017 

2.6 

%  of  Total 

76.8 

61.5 
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PDtential  Additional  Research  Project  Awards  (POl's) 
Resulting  From  Wiobligated  Bcdance  Offsets 


FY  1976-80 

(Dollars  in  thousands) 


Unobligated 


Fiscal  Year 

Balance 

1976 

54,673 

1977 

42,678 

1978 

43,639 

1979 

53,951 

1980 

61,017 

potential  Additional 


Percent 

Unctoligated 

Research  Project 
Awards  (Based  on 
$78,000  Average) 

3.2 

701 

2.7 

547 

2.4 

559 

2.5 

692 

2.6 

782 
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NATIONAL  INSTITUTES  OF  HEALTH 
FINAL  SETTLEMENT  -  INDIRECT  COST 
Ff  1966  -  1979 

AS  OF  OCTOBER  1,  1980 


SCAL  TEAR 

FAYMENTS 

COLLECTIONS 

NET  TOTAL 

1966 

$  1,556,716.71 

$  522,737.00 

$  1,033,979.71 

1967 

2,713,912.10 

682,194.47 

2,031,717.63 

1968 

4,134,464.36 

805,084.00 

3,329,380.36 

1969 

6,963,593.70 

1,012,233.00 

5,951,360.70 

1970 

8,957,337.00 

746,724.00 

8,210,613.00 

1971 

11,693,773.25 

514,523.19 

11,179,250.06 

1972 

9,923,190.00 

810,273.22 

9,112,916.78 

1/ 

1973 

8,568,314.72 

846,152.66 

7,722,162.06 

2/ 

1974 

11,869,817.97 

586,411.91 

11,283,406.06 

3/ 

1975 

13,379,039.31 

735,909.27 

12,643,130.04 

4/ 

1976 

15,337,127.49 

500,970.13 

14,836,157.36 

5/ 

1977 

10,419,773.87 

364,622.86 

10,055,151.01 

6/ 

1978 

5,131,579.00 

125,461.00 

5,006,118.00 

7/ 

1979 

233.429.00 

8.317.00 

225.112.00 

110,882,068.48 

8,261,613.71 

102,620,454.77 

RECIPIENT 

SETTLEME^r^S  (by  EIN) 

Total 

Number  Settled 

K 

Number  to  be 

Settled 

1/ 

606 

558 

48 

2/ 

594 

538 

56 

3/ 

639 

527 

112 

4/ 

630 

440 

190 

5/ 

671 

423 

248 

6/ 

626 

267 

359 

7/ 

632 

141 

491 
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Criteria  for  the  Determination  of  Closely  Related  Projects 


'These  criteria  are  intended  to  be  illustrative  factors  v^ich  help  define 
closely  related  projects  at  the  same  grantee  instituticxi  within  vrtiich  the 
transfer  of  costs  may  be  permitted.  These  criteria  warrant  refinement  so 
that  the  definition  is  clearly  understood  by  both  scientific  and  business 
administrators;  they  are  not  all-inclusive. 


1.  As  contained  in  the  definition,  the  scientific  objectives 
of  the  projects  must  have  a  great  deal  in  common  so  that 
progress  in  one  is  interdependent  with  or  contributes  to 
the  progress  of  the  other. 

2.  The  projects  involved  may  be  pursuing  the  same  protocol  or 
specific  aims  but  making  use  of  difierent  in  vivo  or  in  vitro 
models. 

3.  Che  project  may  be  developing  or  refining  analyticcd 
procedures  or  tests  which  are  critical  to  the  progress 
of  the  other  project(s). 

4.  There  may  be  programmatic  and/or  administrative 
reasons  for  the  separateness  of  the  grant  mechanisms, 
but  for  scientific  purposes  they  could  just  as  easily 
be  merged  into  one  funding  mechanism. 
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A  NEW  FUNDING  INSTRUMENT 


-  THE  FIXED  OBLIGATION  GRANT 


1 


PROPOSAL 

That  NIH  experiment  with  the  use  of  a  new  funding  instrument,  the 
FIXED  OBLIGATION  GRANT.  The  principal  features  of  use  of  this  instrument 
would  be : 

(1)  change  in  present  pre-award  proposal  process  for  selection 
of  research  and  determination  of  amount  of  award 

(2)  change  in  post-award  administration  to  delegate  most  of  the 
responsibility  to  the  grantee  institution  and  principal 
investigator 

(3)  shift  in  emphasis  of  accountability  from  allowability  of 
costs  and  adequacy  of  documentation  to  reasonableness  of 
technical  progress. 


BACKGROUND 

The  emergence  of  the  research  universities  as  the  principal  performers 
of  basic  research  is  one  of  the  most  significant  features  of  the  develop¬ 
ment  of  the  national  research  effort  since  World  War  II.  This  development 
was  not  accidental.  It  is  the  result  of  conscious  national  policy 
decisions.  The  relationship  between  the  government  and  the  universities 
has  been  fruitful  beyond  measure.  Through  their  research  collaboration 
knowledge  has  grown  and  research  results  have  been  widely  and  usefully 
applied.  Both  the  government  and  the  universities  have  been  able  to  serve 
society  better  than  either  could  have  done  on  its  own.  The  synergism  of 
the  NIH-university  relationships  has  been  especially  productive. 

Over  the  past  decade  disturbing  tensions  have  developed  in  this 
relationship.  A  number  of  factors  which  have  contributed  to  this  trend 
have  been  widely  recognized: 

•  marked  change  in  magnitude  of  both  the  research  enterprise 
and  the  investment  of  public  funds  in  research 

•  increase  in  university  size,  complexity,  emphasis  on  research, 
and  extent  of  participation  in  government-university  relation¬ 
ship 

•  growth  in  interdependence  of  government  and  universities 

•  certain  government-wide  policies  which  are  unrelated,  or  only 
indirectly  related  to  research 
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•  persistent  economic  difficulties  which  have  severely 
burdened  individuals,  the  universities,  and  the  government. 

Three  additional  factors  are,  however,  less  well  recognized: 

•  the  government's  decision  many  years  ago  to  support  research 
in  universities  via  adaptation  of  the  procurement  process  and 
on  a  cost- reimbursement  basis 

•  limited  sensitivity  among  participants  to  the  various 
principles,  objectives,  and  constraints  which  affect  the 
government,  the  universities,  and  investigators 

•  centralization  of  certain  government  processes,  such  as  the 
audit  function  and  the  indirect  cost  negotiating  function. 

Because  these  factors  have  such  a  direct  bearing  on  the  proposal  for  a  new 
instrxament,  some  further  comments  are  necessary. 


Procurement  vs.  Assistance 


For  much  of  university  research,  an  assistance  rather  than  procurement 
support  mode  would  seem  to  be  the  most  appropriate  in  that  Federal  support 
of  most  basic  research  is  support  of  a  public  purpose  rather  than 
procurement  of  specific  services.  The  choice  of  most  appropriate  mode  for  the 
relationship  is  important  because  the  rights  and  obligations  of  suppliers  and 
contractors  in  most  instances  differ  substantially  from  those  of  assistance 
recipients.  Concepts  of  competition,  performance  measurement,  account¬ 
ability,  and  other  requirements  are  applicable  to  both  procurement  and 
assistance  relationships,  but  they  differ  in  application  and  underlying 
philosophy  for  the  two  modes.  Because  these  distinctions  are  not  always 
understood  by  those  who  administer  Federal  agreements  for  basic  research, 
the  treatment  of  Federal  support  for  research  as  a  form  of  procurement 
persists  and  influences  agency  policies,  procedures  and  attitudes. 

In  lieu  of  cooperation  and  trust,  an  adversarial  relationship  and 
skepticism,  and  suspicion  emerge.  "Arms-length"  bargaining  replaces 
collaboration . 

A  key  policy  question  is  whether  basic  research  can  be  most 
effectively  pursued  as  assistance  or  procurement.  Administrative  require¬ 
ments  should  be  governed  by  that  decision. 


Costs  and  Benefits  of  the  Cost  Reimbursement  Basis 


As  the  research  enterprise  has  grown,  the  complexity  of  management 
on  a  cost  reimbursement  basis,  with  the  allocation  and  documentation 
requirements  it  imposes,  has  burgeoned.  The  growth  has  heightened 
emphasis  on  accountability  and  increased 'need  for  assiduous  cost  recovery 
efforts.  The  results  are  greater  costs  of  financial  management  and 
increased  incidence  of  disagreements  between  university  and  government 
personnel  on  costing  issues. 
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A  second  key  policy  question,  therefore,  is  whether  the  costs  and 

benefits  of  the  cost  reimbiirsement  process  make  it  the  method  of  choice 

for  all  Federally  supported  research  in  universities. 


Ignorance^  Misunderstandings,  and  Insensitivities 


At  least  part  of  the  difficulties  experienced  in  the  relationship 
result  from  the  fact  that  few  participants  genuinely  understand  the 
bases  for  the  expectations  and  behavior  of  the  government  and  universities. 
On  the  government  side  there  is  all  too  often  a  lack  of  sensitivity  to 
the  vulnerability  of  both  the  academic  environment  and  the  research 
process  to  intrusion  of  external  requirements.  On  the  university 
side  there  is  often  lack  of  sensitivity  to  the  vulnerability  of  support 
for  research  to  changes  in  public  confidence  in  research,  researchers, 
and  their  institutions.  There  is  also  surprising  lack  of  appreciation 
of  the  extent  to  which  public  support  of  research  is  based  upon  the 
expectation  of  ultimate  practical  benefits.  Such  insensitivities  are 
exemplified  by  the  disagreements  about  so-called  "time  and  effort 
reporting,"  cost  transfers,  and  investigators'  need  for  flexibility  to 
manage  the  resources  allotted  to  them. 

A  third  key  policy  question,  then,  is  whether  modification  of  the 

terms  of  the  research  agreements  could  help  improve  the  relationship 

while  still  meeting  accountability  and  support  objectives. 


Centralization -of  Government  Processes 


As  the  research  enterprise  grew,  various  modifications  were  made. 
Centralization  of  the  audit  and  indirect  cost  negotiation  functions  was 
one  such  change.  In  the  late  1960 's  the  responsibility  for  these 
functions  for  all  research  agreements  at  a  given  institution  were 
consolidated  under  a  single  congizant  audit  agency.  Most  educational 
institutions  were  assigned  to  DREW.  This  change  was  designed  to  relieve 
the  problem  of  multiple  audits  and  negotiations  by  different  agencies  at 
the  same  institution.  One  consequence  of  this  change,  however,  has  been 
a  decoupling  of  financial  and  administrative  accountability  from 
scientific  accountability.  This  decoupling  detracts  from  overall 
accountability . 

The  relevant  policy  question  is  what  is  the  proper  balance  between 

scientific  accountability  and  fiscal/administrative  accountability  for 

basic  research  and  how  can  this  balance  be  most  effectively  achieved. 


High  Voliome,  Retail  Process 


Finally,  it  is  important  to  recognize  that  almost  half  of  all  Federal 
funds  (and  half  of  NIH  funds)  expended  for  university-based  research  in 
FY79  was  spent  under  the  traditional  small  (<  $150,000)  research  project 
agreements,  the  backbone  of  the  U.S.  support  system.  Even  a  very 
conservative  estimate  of  the  niomber  of  such  individual  research  project 
agreements  exceeds  20,000.  Given  this  volume  of  activity,  it  is  clearly 
imperative  that  the  administrative  requirements  themselves  meet  the  test 
of  accountability. 
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OBJECTIVES  OF  DEVELOPING  A  NEW  SUPPORT  INSTRUMENT 

The  primary  and  overarching  objective  is  to  improve  research 
productivity.  Specific  objectives  include: 

•  clarification  of  the  mode  of  support  as  assistance 

•  reduction  of  administrative  burden 

•  improved  balance  between  scientific  and  fiscal  accountability 

•  improvement  of  flexibility  for  investigators  to  take 
advantage  of  scientific  opportunities 

•  improvement  of  the  relationship  and  understanding  between 
the  principal  parties: 

a)  the  NIH  and  universities 

b)  universities  and  the  principal  investigators 

c)  the  NIH  and  other  Federal  agencies 

•  maintaining  and  perfecting  the  stability  of  support  through 
long-term  commitment. 


CONSTRAINTS 

The  principal  design  constraints  include: 

•  maintaining  the  current  arrangement  for  selection  of  research 
to  be  supported 

•  adequate  assurance  of  controls  against  fraud  and  abuse 

•  achievement  of  objectives  without  increased  costs. 


A  POSSIBLE  SOLUTION 

A  shift  away  from  cost-reimbursement  as  the  basis  for  support  is 
proposed.  Specifically,  we  propose  that  NIH  experiment  with  a  new 
funding  instrument,  the  FIXED  OBLIGATION  GRANT,  which  would  operate  as 
follows : 

1.  The  pre-award  proposal  process  would  be  the  same  as  for  the 
presently  used  NIH  research  project  grants  (as  to  nature  of 
proposal,  review,  and  award  decision) . 

2.  Post-award  administration  would  differ  in  that: 
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a)  Full  responsibility  for  management  of  the  funds 

awarded  would  be  delegated  to  the  grantee  institution 
with  the  understanding  that 

(1)  the  funds  would  be  handled  in  accordance  with 
established  institutional  policy, 

(2)  expenditure  of  the  funds  would  require  principal 
investigator  approval, 

(3)  the  following  changes  would  require  prior  agency 
approval 

i)  change  in  scope 

ii)  change  in  principal  investigator 

iii)  change  in  institution 

iv)  significant  change  in  principal 

investigator's  level  of  effort 


b)  Only  technical  reports  would  be  required  by  NIH.  No 
financial  reporting  to  the  Federal  government  would  be 
required . 

c)  Time  and  effort  reporting  would  be  restricted  to  the 
needs  of  the  institution  and  to  the  needs  for  developing 
indirect  cost  rate  proposals.  Such  reporting  will  not  be 
required  for  project  by  project  accounting. 

d)  Audits  would  be  for  the  purpose  of  assessing  compliance 
with  pre-conditions  of  grants,  to  develop  information 
needed  to  negotiate  prospective  direct  costs  (such  as 
patient  care  costs)  and  indirect  costs.  The  institutions' 
financial  systems  would  be  siibject  to  periodic  audit 

by  Federal  or  independent  auditors  to  assure  that  the 
systems  have  adequate  controls  against  fraud. 

The  principal  focus  for  accountability  therefore  would  be  shifted  from 
determination  of  allocability  and  allowability  of  costs  and  the  adequacy  of 
their  documentation  to  the  reasonableness  of  technical  progress  made.  At 
the  same  time,  the  arrangement  provides  adequate  controls  to  protect 
public  funds. 


NOMENCLATURE 

A  number  of  names  have  been  suggested  for  this  new  instrument,  such 
as  fixed  price  grant,  lump  sum  grant,  fixed  Siam  grant,  and  grant-in-aid. 
Each  of  these  terms  seems  to  have  connotations  that  are  misleading.  For 
example,  the  term  fixed  price  grant  includes  the  word  price,  which  is  a 
misnomer  since  it  is  not  intended  that  a  price  will  be  set.  It  also  seems 
to  evoke  expectations  that  the  nature  of  the  support  is  procurement.  It 
raises  expectations  that  the  terms  of  the  agreement  would  be  closely 
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similar  to  those  of  a  fixed  price  contract  which  is  not  very  appropriate 
for  basic  research  because  the  outcome  is  unpredictable. 

The  term  proposed,  fixed  obligation  grant,  is  intended  to  convey  the 
primary  change  in  what  determines  the  actual  amount  provided  by  the  government 
a  change  from  actual  costs  incurred  to  a  pre-determined  agency  obligation. 

It  should  be  noted  that  under  the  presently  used  cost- reimbursement 
grant,  the  award  amount  is  a  ceiling  on  allowable  costs  which  may  incurred. 

The  opportunity  to  negotiate  an  increase  in  costs  is  quite  limited. 

The  major  shift,  then,  is  away  from  prior  agency  approval 
requirements  for  changes  within  the  budget  and  away  from  agency 
monitoring  of  costs  and  their  documentation.  The  rationale  for  this  shift  is 
that  the  extraordinary  care  given  to  the  selection  of  research  projects  to  be 
funded,  and  the  critical  role  which  past  performance  plays  in  the  decision 
for  renewal  of  support,  provide  siibstantial  scientific  accountability.  This 
allows  experimentation  with  approaches  to  fiscal  accountability  which  take 
advantage  of  incentives  and  checks  and  balances  within  the  institution 
rather  than  externally  imposed  administrative  controls. 


DIFFICULTIES  TO  BE  ADDRESSED 

Four  specific  difficulties  must  be  satisfactorily  addressed  in  order  for 
the  fixed  obligation  grant  to  be  feasible. 

1.  In  severe  inflationary  periods,  some  accommodation  may  be 
necessary  to  respond  to  significant  cost  increases  (to  keep 
current  with  institutional  salary  policy  and  indirect  cost 
rates),  during  the  course  of  multi-year  awards. 

A  possible  approach  to  overcome  this  problem  includes  annual 
renegotiation  of  the  amount  of  the  agency's  fixed  obligation. 

Such  increases  would  be  prospective,  not  retrospective. 

2.  Under  a  fixed  obligation  award,  unexpended  funds  at  the  end  of 
the  budget  period  would  remain  with  the  grantee.  In  the  past 
NIH  has  used  the  unobligated  balances  from  its  grants  to 
amplify  the  extent  to  which  new  awards  can  be  made  and  to 
make  adjustments  for  increases  in  indirect  cost  rates.  For 
traditional  research  project  grants  (ROl's),  unexpended  balances 
are  surprisingly  stable.  Over  the  years  1975-1980,  they 
averaged  1.6%  of  total  ROl  obligations.  (Range:  1.4%  to  1.8%) 

The  total  amount  of  such  unobligated  balances  ranged  from  $8.9  to 
$17.1  million  and  averaged  $14.2  million.  The  percentages  for 
program  project  and  specialized  center  grants  are  higher,  but  the 
dollars  involved  are  smaller, 

NIH  uses  approximately  one-third  of  the  total  amount  of 
unobligated  balances  to  make  indirect  cost  settlements.  Roughly 
$9-10  million  has  therefore  been  available  to  use  for  new  ROl 
awards.  Assuming  an  average  size  award  of  $100,000,  90-100 
additional  awards/year  have  been  made  using  funds  from 
unobligated  balances.  If  such  balances  remained  with  the  grantee 
for  work  under  the  same  scope,  fewer  new  awards  would  be  possible. 
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One  approach  to  this  problem  would  be  to  negotiate 
adjustments  in  budgets  at  the  time  of  award,  to  reflect 
estimated  potential  savings  resulting  from  delayed  start  of 
projects  (due  to  delays  in  filling  positions) .  The  savings 
from  first  year  awards  would  then  provide  the  resources  for 
necessary  adjustments  in  non-competing  continuation  awards 
and  for  new  awards . 

More  detailed  analysis  of  the  experience  with  ROl  grants  by  type  of 
award  (non-competing  renewal  or  renewal)  and  by  Institute,  type 
of  institution,  field  of  science,  should  yield  a  better  idea 
of  whether  the  amounts  involved  are  large  enough  or 
predictable  enough  to  make  this  a  feasible  approach. 

The  critical  questions  are: 

a)  What  provides  the  greatest  incentive  for  prudent 
management  of  the  research  funds  by  the  investigator 
and  grantee  institution? 

b)  What  is  the  simplest  administrative  mechanism  for 

dealing  with  the  combination  of  problems  1  and  2  outline  above? 

c)  To  what  extent  is  increasing  the  number  of  new  awards 
a  useful  and  wise  goal  if  doing  so  undermines 
productivity  of  continuing  research? 

3.  The  shift  in  locus  of  responsibility  for  management  of  the 
funds  to  the  grantee  institution  will  perturb  present 
investigator-institution  and  investigator-NIH  relationships. 

(Some  investigators  prefer  to  deal  with  NIH.) 

Given  the  fact  that  the  institution  must  authorize  the  original 
proposal  and  accept  the  award,  there  is  a  basic  budget 
agreement  between  the  investigator  and  the  institution.  What 
will  have  to  be  worked  out  is  what  kinds  of  changes  an  institution 
will  allow.  Requiring  investigator  approval  for  expenditures 
and  requiring  consistency  with  established  institutional  policy 
should  provide  good  boundary  conditions.  What  will  be  needed  is 
careful  examination  of  institutional  policies,  clear  communication 
of  the  policies  to  investigators,  and  opportunities  for 
investigators  to  participate  in  discussion  of  modification  to 
institutional  policies. 

4.  Adjustments  will  be  needed  in  the  way  indirect  cost  proposals 
are  developed.  Expenditure  data,  but  not  ef fort/activity 
documentation  will  be  available  for  salaries  charged  to  fixed 
obligation  grants.  A  deviation  from  strict  application  of  A-21 
will  therefore  be  necessary.  For  indirect  cost  activities  either 
the  National  Commission's  proposal  of  a  "fixed  percentage"  for 
that  particular  component  of  the  indirect  cost  rate  or  the 
AAU-OMB  experimental  statistical  approach  could  be  pursued. 

If  the  fixed  obligation  grant  seems  feasible  and  advisable, 
adjustments  in  indirect  cost  calculation  procedures  can  be 
worked  out. 
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EXPERIMENTATION 

The  National  Commission  on  Research  has  recommended  experimentation 
with  a  new  funding  instrument  of  this  type.  An  experiment  in  the  sense 
of  a  trial  with  a  control  group  and  quantifiable  indicators  of  outcome 
is  probably  not  feasible.  What  can  be  explored  is  subjective 
experience  in  different  Institutes  (which  have  varying  management  styles) 
and  different  types  of  grantee  institutions.  Responses  of  agency 
scientific  officers  and  investigators  about  flexibility,  productivity,  and 
administrative  burden  change  would  be  sought.  Perspectives  from 
institutional  officials  and  agency  grants  management  personnel  will  be 
important.  Varying  approaches  to  handling  unexpended  balances  and  cost 
increases  could  also  be  pursued. 

It  must  be  recognized,  however,  that  it  may  not  be  possible  to  prove 
that  the  fixed  obligation  grant  is  as  good  as  or  better  than  the  cost- 
reimbursement  grant.  But  neither  can  the  converse  be  proved.  They  simply 
represent  different  approaches  to  a  set  of  objectives. 
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Joha  F.  Sherman,  Ph.D. 


THE  MODEL  OF  THE  BIOMEDICAL  RESEARCH  SUPPORT  GRANT  (BRSG) 

3ack.ground 

On  January  27,  1960,  the  then  HEW  Secretary  Arthur  Fleming  sent  Speaker 
of  the  House  of  Representatives,  Mr.  Sam  Rayburn,  a  letter  in  which  there  was 
proposed  the  establishment  through  legislation  of  a  "new  series  of  grants-in-aid 
to  public  or  non-profit  institutions  for  the  general  support  of  their  research 
and  research  training  programs  in  the  field  of  medical  and  health-related  research.  " 
The  Secretary's  letter  had  been  proceeded  by  a  considerable  amount  of  discussion 
within  the  Executive  Branch,  based  on  a  proposal  developed  earlier  by  MIH.  The 
genesis  of  the  concept  had  been  derived  from  numerous  discussions  with  individuals 
in  the  scientific  and  academic  communi ties  as  well  as  the  conclusions  from  three 
major  studies.  Those  were  the  (HEW)  Secretary's  Consultants  on  Medical  Research 
and  Education,  the  so-called  "Bayne-Jones"  Report;  the  President's  Science 
Advisory  Committee  Report  entitled  "Strenghtening  .American  Science-,”  and  a  1958 
study  by  NIH  of  a  sample  of  twenty  medical  schools  which  was  a  part  of  the 
Agency's  appraisal  of  the  impact  of  its  support  program  on  grantee  institutions. 

Although  the  total  research  grant  program  of  the  NIH  for  FY  1959 
approximated  only  $142  million,  there  was  already  the  perception  that  the 
predicted  substantial  expansion  of  the  research  program  would  not  realize  its 
full  potential  unless  certain  precautions  were  taken  to  assure  careful  evolution 
of  both  the  research  effort  and  the  institutional  forms  in  which  the  research 
would  be  conducted.  The  proposal  for  the  new  program  recognized  several  contem¬ 
porary  or  probable  future  circumstances: 

•  A  ^  facto  decision  had  been  reached  that  primary  reliance  in  the 
implementation  of  the  research  effort  had  been  placed  on  an  inter¬ 
dependent  relationship  between  the  federal  government  and  the  Nation's 
research-oriented  academic  institutions. 
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•  There  was  recognition  that  these  institutions  were  multi-purpose  in 
nature  whose  programs  were  supported  from  a  variety  of  public  and 
private  sources. 

•  Predictably,  there  would  be  a  degree  of  uncertainty  for  the  institu¬ 
tions  in  the  outcome  of  their  biomedical  research  investigations  and 
funding  based  on  a  nationally  competitive  project  grant  system. 

•  Because  of  the  probable  rapid  expansion  in  the  size  and  diversity  of 
the  research  enterprise,  there  was  the  necessity  of  assuring  improve¬ 
ments  in  the  managerial  capability  of  the  grantee  institutions, 
paralleling  the  growth  of  research  activities. 

•  Assuming  an  eventual  biomedical  research  effort  at  the  national  level 
of  considerable  size,  scope  and  depth,  attainment  of  maxiiBum  effective¬ 
ness  would  be  facilitated  by  the  provision  of  comparatively  small 
eODounts  of  flexible  research  monies  as  a  supplement  to  the  project  grant 
program. 

On  January  13,  1961,  President  Eisenhower  outlined  a  series  of  guide¬ 
lines  for  the  new  program  in  a  memorandum  for  the  Secretary  of  Health,  Education, 
and  Welfare;  and  the  program  was  initiated  in  Ti  1962.  Several  points  are 
worth  noting  about  its  initial  character: 

•  The  formula  devised  for  distribution  of  the  funds  involved  a  threshhold, 
in  addition  to  a  taper  and  a  ceiling,  so  that  there  would  be  assurance 
of  significant  research  activity  as  a  basis  for  eligibility  and  the 
avoidance  of  a  circumstance  wherein  there  could  be  the  accusation  of 

a  program  where  the  rich  get  richer  and  the  poor  get  poorer. 
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•  The  iniclacion  of  Che  program  permitted  the  phasing  out  of  several 
ancillary  grant  activities,  most  notably  the  so-called  small  grant 
program  which  had  been  in  operation  for  a  number  of  years  and  which 
was  used  to  provide  on  a  comparatively  rapid  basis  small  sums  for 
the  support  of  young  investigators  or  pilot  projects. 

•  Initially,  the  funds  were  provided  by  a  formula-based  transfer  to  a 
central  NIH  account  from  each  Institute's  appropriations.  The 
authorized  ceiling  was  established  at  5%  of  Che  total  sum  available 
for  research  grant  activities  in  chat  fiscal  year,  10%  the  second 
year  and  15%  in  the  third  and  subsequent  years. 

•  Although  there  was  considerable  support  among  institution  and  organi¬ 
zation  executives  for  the  new  program,  less  enthusiasm  and  sometimes 
outright  opposition,  then  as  now,  characterized  the  attitude  of  some 
faculty  and  faculty-oriented  organizations  as  well  as  Institute  pro¬ 
gram  officials,  based  largely  on  their  fear  of  significant  diversion 
of  funds  from  the  peer  review  project  grant  system. 

•  Because  of  a  somewhat  similar  program  in  the  National  Science  Founda¬ 
tion,  guidelines  were  established  to  be  certain  Chat  duplication  of 
effort  and  awards  from  the  two  programs  would  be  avoided. 

It  is  of  some  historical  interest  that  a  companion  program  also 
designed  to  assist  in  the  stabilization  of  the  rapidly  expanding  research  enter¬ 
prise,  the  so-called  Career  Research  Professorship  program,  proposed  for  initi¬ 
ation  at  Che  same  time,  never  left  the  launching  pad.  Irreconcilable  differences 
developed  during  the  development  of  the  program  between  the  purposes  and  preroga¬ 
tives  of  potential  awardee  institutions  and  the  objectives  of  the  agency,  despite 
the  laudable  purposes  of  the  award. 
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The  Evolution  of  the  Program 

While  inicially  supported  in  reasonably  positive  fashion  by  most 
elements  of  the  Executive  Branch,  there  was  continuing  questioning  by  some 
officials  in  higher  echelons  as  to  whether  this  program  was  indeed  a  desirable 
and  necessary  adjunct  to  the  MIH  research  project  grant  system.  As  a  consequence, 
the  life  of  the  program  has  been  a  rather  tenuous  one.  As  reflected  in  the  figure 
shown,  the  proposed  level  of  operation  for  the  second  year  of  10%  was  never  reached, 
to  say  nothing  of  the  ultimate  celling  of  15%.  Instead,  the  highest  percentage 
was  reached  in  FT  1969  at  8.3%,  with  a  steady  decline  since  that  time  to  the  level 
of  approximately  2.2%  in  FY  1980.  On  several  occasions,  only  vigorous  efforts 
by  the  NIH  and  outside  groups  woricing  with  the  Congress  have  saved  the  program 
from  total  extinction.  At  the  same  time,  numerous  studies  have  been  conducted  on 
the  program,  usually  under  the  sponsorship  of  MIH.  There  are  major  difficulties 
in  assessing  the  direct  value  of  this  type  of  award.  Fortunately,  there  has  been 
sufficient  anecdotal  evidence,  together  with  what  appears  to  be  a  logical  justifi¬ 
cation  for  multi-purpose  Institutions  having  access  to  a  source  of  limited  but 
highly  flexible  funds  to  offset  the  negative  characteristics  of  the  project  grant- 
based  system,  to  permit  continuation  of  the  program.  As  pointed  out  in  the  exten¬ 
sive  study  in  1976  of  the  various  programs  of  the  Division  of  Research  Resources, 
it  seems  rather  doubtful  as  to  whether  an  expenditure  of  time  and  resources  neces¬ 
sary  to  provide  more  detailed  proof  of  accountability  would  merit  the  investment 
of  those  resources  for  that  purpose. 

As  both  the  overall  research  effort  and  the  now  designated  Biomedical 
Research  Support  Grant  program  matured,  numerous  changes  were  instituted  in  the 
operation  of  the  program.  The  first,  interestingly  enough,  was  the  elimination 
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ot  Che  cwo-for-oae  incentive  designed  originally  to  increase  funding  from  non- 
federal  sources.  Although  chat  objective  was  partially  achieved,  it  came  at  a 
cost,  as  NIH  later  discovered.  As  Joe  Murtaugh,  one  of  Dr.  Perpich's  predeces¬ 
sors,  observed  at  the  time,  "We  have  succeeded  in  placing  a  premium  on  administra¬ 
tive  shrewdness  rather  Chan  on  scientific  excellence."  The  problem  was  chat  a 
significant  number  of  institutions  shifted  funds  in  various  fashions,  including 
newly  established  foundations,  so  as  to  maximize  the  funds  obtained  from  outside 
sources  in  ways  that  appeared  contrary  to  the  spirit  of  the  original  expectation. 

A  second  and  subsequent  major  change  resulted  from  complaints  or  criticisms  from 
Che  faculty  at  some  institution  chat  the  awards  had  become  "Deans'  kitties,"  with 
no  formalized  procedures  for  allocation  of  the  funds  and  little  input  by  scien¬ 
tists  in  chat  institution.  As  a  result,  new  requirements  were  promulgated  as  Co 
Che  manner  in  which  Che  grants  would  be  administered.  Including  a  system  of 
local  peer  review  for  the  distribution  of  the  funds.  Examination  of  annual 
reports  over  a  period  of  years  revealed  a  pattern  of  considerable  dependency 
on  these  funds  by  some  institutions  for  long-term  support  of  tenured  faculty. 

It  was  concluded  chat  this  was  not  in  Che  intent  of  the  award  nor  in  Che  best 
interests  of  Che  financing  of  those  needs;  therefore  a  limitation  was  established 
chat  salary  support  for  such  individuals  from  the  grant  should  be  limited  to 
temporary  situations.  .Although  Che  overall  consequence  of  these  changes  has 
been  a  steady  erosion  of  the  initial  degree  of  flexibility  in  the  expenditure 
of  funds  by  grantees,  it  would  appear  that  these  changes,  at  least  to  date, 
have  not  been  overly  restrictive.  In  all  probability,  they  were  justified  if 
only  on  Che  basis  of  avoiding  or  refuting  criticisms  of  the  program's  operation, 
especially  from  the  Office  of  Management  and  Budget  and  in  some  quarters  of  the 
Congress.  It  should  be  noted  as  well  chat  Che  once  flourishing  companion  program 
in  Che  National  Science  Foundation  was  terminated  long  ago,  despite  a  general 
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sense  in  thac  agency  Chat  such  a  program  is  both  merited  and  desirable.  They 
have  been  unable  to  re-establish  a  successor. 

The  Current  Program 

Although  some  circumstances  with  respect  to  the  program  and  others 
apart  from  its  operation  have  changed  since  Che  early  sixties,  it  would  seem  thac 
in  general  Che  objectives  as  well  as  the  justifications  described  at  the  initi¬ 
ation  of  the  program  still  meric  Che  continuation  of  such  an  activity.  There 
seems  little  doubt  but  thac  most  of  the  extramural  funds  from  NIH  will  continue  to 
be  awarded  through  a  system  of  nationally  competitive  project  grants  awarded  after 
centralized  peer  review.  Thus  Che  need  persists  for  some  capability  under  the  in¬ 
stitution's  control  CO  offset  the  resulting  disadvantages  to  the  grantee  of  such  a 
system.  There  is  Che  need  for  some  arrangement  whereby  prompt  action  can  be 
taken  to  exploit  emergent  research  opportunities  discemable  only  at  the  local 
level  or  to  encourage  the  development  of  young  investigators  who  are  not  yet  able 
CO  compete  for  full-scale  research  project  support  in  national  comp^icion.  There 
arises  more  prominently  chan  ever  with  increased  competition  for  the  available 
research  funds,  the  desirability  of  some  complementary  device  to  finance  central¬ 
ized  research  resources  within  an  institution  as  an  economical  means  to  provide 
necessary  resources  such  as  animal  facilities  or  large-scale  instrtunencs  to  be 
used  by  a  variety  of  investigators  within  a  given  situation. 

Difficulties  continue  to  plague  chose  who  champion  this  cause,  especi¬ 
ally  in  Che  context  of  flexible  funds  being  used  in  an  institutional  environment 
with  multiple  purposes  and  multiple  sources  of  support.  The  plateauing  of  funds 
appropriated  for  the  program  as  measured  in  current  dollars  has  forced  a  reduction 
of  Che  maximum  size  of  Che  grant  and  has  actually  penalized  chose  institutions 
most  heavily  engaged  on  behalf  of  Che  Nation's  biomedical  research  effort.  Ac 

<■ 


[233] 


7 


Che  same  time,  the  justification  for  further  expansion  of  the  size  of  the  total 
research  effort  is  more  and  more  difficult  to  establish. 

The  Future 

This  Division  of  Research  Resources  in  its  Five-Year  Plan  for  FY1982-1986 
has  developed  a  plan  for  the  BRSG  program  in  which  there  are  several  considera¬ 
tions  which  receive  particular  emphasis  and  deserve  thoughtful  consideration  by  all 
interested  in  or  affected  by  this  program. 

•  There  is  the  need  to  reverse  the  decline  in  Che  funds  allocated  for 
this  type  of  award.  A  grant  up  to  $200,000  can  be  extremely  valuable, 
given  the  flexibility  in  the  use  of  the  funds,  even  Chough  that  repres¬ 
ents  an  almost  minuscule  proportion  of  the  institution's  total  biomedi¬ 
cal  research  expenditures.  However,  the  value  of  this  support  instrument 
is  severely  diminished  by  the  comparatively  small  appropriation  for  the 
program. 

•  The  formula  used  to  compute  BRSG  awards  is  structured  in  such  a  fashion 
that  those  institutions  most  heavily  engaged  in  biomedical  research  are 
unduly  discriminated  against  in  the  distribution  of  available  funds. 

There  is  a  definite  need  to  re-examine  the  formula  although  a  taper  in 
the  formula  as  well  as  a  ceiling  should  be  retained. 

•  With  increases  in  sums  available  for  research  largely  due  to  inflation, 
there  is  the  need  to  re-examine  the  threshhold  amounts  established  for 
determining  eligibility  for  the  program. 

•  An  intriguing  use  of  the  BRSG  authority  is  suggested  in  the  Five-Year 
Plan  for  contending  with  the  problems  of  financing  of  major  research 
instruments. 
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this  grant  to  employ  Its 
funds  In  aid  of  activities 
which  can  be  supported  by 
any  other  research  grants 
and  training  programs." 
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DRAFT 


The  Organizational  Grant 
"Sloan-Kettering”  Modeli/ 


The  National  Cancer  Institute  on  January  1,  1966  inaugurated  a  trial  of 
a  new  and  somewhat  controversial  extramural  funding  instrument.  On  that  date 
it  replaced  all  NIH  support  at  the  Sloan-Kettering  Institute  for  Cancer  Research 
(SKI)  with  a  single  cost-sharing  grant.  Awarded  in  the  amount  of  $22.6  million 
over  a  5-year  period,  this  omnibus  grant  was  intended  to  provide  partial  support, 
with  minor  exclusions,  for  SKI's  entire  research  and  training  program.  The 
uniqueness  of  this  grant  lay  not  in  its  having  replaced  a  multi grant /contract 
arrangement,  but  rather  in  permitting  the  grantee  institution  to  make  its  own 
decisions  as  to  the  particular  research  activities  to  be  carried  on  with  Federal 
support,  as  well  as  the  extent  and  duration  of  such  support  for  these  activities. 

Single  instrument  support  did  not  suddenly  appear  as  a  full-blo\'m  operational 
concept.  For  a  nxmber  of  years  NCI  had  been  exploring  alternatives  to  the 
traditional  project  approach  for  research  within  the  larger  cancer  institutes. 
Intermittent  discussions  on  this  subject  between  NCI  and  SKI,  for  e.xatqjle,  dated 
back  to  1956  when  Dr.  C.  P.  Rhoads,  then  head  of  SKI,  discussed  with  the  National 
Advisory  Cancer  Council  a  modified  form  of  single  instrument  funding.  NCI’s 
explorations  were  prompted  by  perceived  limitations  in  the  existing  project 
system.  As  reported  in  the  Senate  appropriations  hearings  for  FY  1966,  NCI 
believed  that  "large  numbers  of  individual  projects  tend  to  fragment  financially 
and  operationally  the  endeavors  of  segments  of  the  organization."  It  was  felt, 
too,  that  detailed  project  funding  could  result  in  merely  labeling  sxipport 
rather  than  creating  true  additions  to  the  research  of  the  organization.  In 
addition  to  making  it  difficult  for  the  institution  to  manage,  coordinate,  and 
control  its  activities,  the  project  system  was  seen  as  expensive  in  terms  of 
administration  and  accounting. 

The  origins  of  the  single  instrument  concept,  in  the  form  finally  adopted 
in  1966,  can  be  traced  to  a  report  submitted  by  NCI  in  1960  to  the  Congressional 
Appropriations  Committees.  The  report  articulated  a  philosophy  and  definition 
for  cancer  research  centers,  and  proposed  a  long-range  program  for  their 
development.  Pertinent  to  the  topic  at  hand  was  an  observation  in  that,  document 
that  since  "the  support  under  this  program  would  be  for  institutions  rather 
than  individuals,  the  type  of  review  given  by  advisory  bodies  would  be  fimda- 
mentally  different  from  the  usual  type  of  review  given  the  customary  project 
grant  application."  Furthermore,  it  continued,  "the  reviewers  would  be  selected 
for  their  ability  to  judge  research  organizations  broadly,  both  as  to  adminis¬ 
trative  management  and  scientific  program  and  achievements."  Finally,  prophetic 
of  current  concerns,  the  report  paid  obeisance  to  "assurance  of  appropriate  account¬ 
ability"  and  suggested,  with  respect  to  continuity  and  stability  of  support,  a 
version  of  what  has  come  to  be  known  as  roll  forward  funding. 


V  Prepared  by  Dr.  Samuel  S.  Herman  for  presentation  at  the  41st  meeting  of 
the  Advisory  Committee  to  the  Director,  NIH,  October  20-21,  19S0. 
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Preaward  Preparations 


Inasmuch  as  almost  IS  years  have  elapsed  since  activation  of  the  SKI 
single  instrument  grant,  it  may  be  useful  to  recall  at  this  point  the  thinking 
and  events  that  immediately  preceded  that  step.  Following  discussions  with 
the  National  Advisory  Cancer  Council,  the  Congressional  Appropriations  Sub¬ 
committees,  and  at  upper  Department  and  Public  Health  Service  echelons,  a 
decision  was  reached  in  mid-196S  to  proceed  with  development  of  this  funding 
instrument.  In  addition  to  drawing  up  a  plan  for  SKI,  NCI  staff  was  instructed 
to  document  the  case  fully  because  of  its  potential  adaptability  to  other  large 
centers.  Accordingly,  staff  studies  examined  the  comparative  advantages  of 
single  versus  multiple  instruments  of  support  to  both  the  sponsor  and  performer, 
whether  the  instrument  should  be  a  grant  or  contract,  etc.  Those  studies  made 
it  clear  that  the  concept  had  much  to  recommend  it,  and  that  such  problems  as 
it  did  present  could  all  be  resolved.  It  had,  indeed,  an  overriding  virtue — that 
it  obviously  fitted  the  increasing  need  to  decentralize  scientific  and  adminis¬ 
trative  decision-making  to  the  level  at  which  decision-makers  must  live  with 
the  consequences  of  their  decisions. 

Selection  of  institution.  It  became  immediately  apparent  that  the  agree¬ 
ment  of  support  would  have  to  be  negotiated  with  care  and,  in  effect,  be  "tailor- 
made"  for  each  institutional  participant.  Clearly,  the  identity  of  the 
institution  was  critical,  since  the  totality  of  its  program  would  have  to  be 
such  that  it  could  be  supported  under  the  NCI’s  statutory  mandate.  A  number 
of  factors  combined  to  make  SKI  appropriate  for  testing  the  effectiveness  of 
single  instrument  support,  as  well  as  its  applicability  to  other  cancer  research 
institutions : 

(1)  Since  the  founding  of  SKI  in  1945,  NIH  had  contributed  to  the  support 
of  its  research  program.  Although  the  support  in  dollars  had  grown 
appreciably  over  the  years,  the  relationship  of  NIH  funds  to  the  total 
operating  expenditures  of  SKI,  expressed  as  a  percentage,  had  remained 
surprisingly  constant. 

(2)  SKI's  sole  mission  was  research  and  research  training  in  the  field 
of  cancer,  eliminating  the  complexities  of  cost  accounting  that  would 
be  encountered  in  dealing  with  hospitals  and  medical  schools,  where 
part  of  the  costs  were  devoted  to  noncancer  activities  and  where  there 
were  major  functions  in  the  area  of  health  services  and  medical  education. 

C3)  It  had  a  we 11 -structured  administration,  and  it  had  developed  sophis¬ 
ticated  management  concepts  for  its  cancer  research  program. 

(4)  Grant  support  had  attained  a  size  and  scope  that  made  it  difficult 
for  NIH  advisory  groups  to  deal  with  on  a  piece-by-piece  basis. 

Advantages .  Staff  studies  had  suggested  a  variety  of  potential  benefits 
for  NIH  and  the  recipient  institution  in  single  versus  multiple  instruments  of 
support,  including  the  following: 
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(1)  NIH  would  be  able  to  review  an  institution's  program  at  one  time, 
as  a  whole,  thereby  obtaining  a  more  comprehensive  understanding 
of  its  scope  and  direction  than  was  possible  under  the  prevailing 
pattern  of  review  of  isolated  program  segments  by  various  Institutes, 
Advisory  Councils,  and  study  sections  at  long  and  variable  time 
intervals.  Consequently,  NIH  would  have  a  more  realistic  view  of 
what  its  funds  were  actually  siqjporting. 

(2)  A  single  cost-sharing  instrument  would  promote  management  efficiency, 
permitting  the  institution  to  plan  and  conduct  its  research  as  an 
integrated  program,  rather  than  as  a  group  of  separately  presented, 
variously  siqjported  individual  projects.  Moreover,  it  would  provide 
an  incentive  for  the  institution  to  deploy  its  total  resources  for 
this  purpose  according  to  its  own  judgement  of  program  needs,  free 
from  the  inflexibilities  of  individually  fimded  projects. 

C3j  The  reduction  of  niomerous  applications  to  a  single  document,  however 
complex,  would  relieve  the  paper-preparation  load  of  the  applicant 
and,  in  turn,  the  paper-processing  load  of  NIH. 

(4)  Single  instrument  support  would  permit  prompt  initiation  of  investi¬ 
gators'  proposals,  in  contrast  to  the  usual  hiatus  of  about  nine 
months  required  by  the  review  process  at  NIH. 

Grant  or  contract.  The  advantages  cited  above  would  accrue  whether  the 
single  instrument  were  contract  or  grant.  Staff  consideration  of  this  topic, 
however,  underscored  three  drawbacks  of  the  contract  mechanism.  First  was  the 
complexity  and  rigor  of  Federal  procurement  regulations  concerning  change  in 
the  terms  of  awarded  contracts  and  their  auditing.  Second  was  the  possibility 
that  some  future  NCI  appropriation  could  be  so  drawn  as  to  limit  contract— but 
not  grant--funds .  A  third  disadvantage  was  the  unattractiveness  of  the  implica¬ 
tion  created  by  the  nature,  even  if  not  the  actual  language,  of  a  contractual 
relationship,  to  wit,  that  the  contractor  becomes  an  agent  of  the  Government. 

This  last  factor  seemed  particularly  inappropriate  to  the  objective  of  enlarging 
the  recipient  institution's  autonomy  and  of  maintaining  a  general  surveillance 
by  review  of  the  total  program  in  broad  outline  rather  than  in  detail.  In 
contrast  to  these  shortcomings,  the  grant  instrument  seemed  to  offer  maximum 
freedom  in  the  pursuit  of  research.  Also,  grants  were  about  to  shed  their  one 
serious  deficiency  for  this  type  of  operation — the  percentage  limitation  on 
amount  of  reimbursable  indirect  costs.  For  these  and  other  considerations, 
the  grant  was  selected  as  the  funding  vehicle. 

Legality.  The  legal  authority  for  making  such  an  award  was  for  a  time 
in  dispute.  The  Office  of  the  General  Counsel  did  not  agree  with  NCI's  suggestion 
that  the  proposal  constituted  a  "project"  grant  within  the  meaning  of  the  first 
portion  of  the  then  section  301(d)  of  the  Public  Health  Service  Act.  The  proposal, 
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in  their  view,  should  be  considered  within  the  authority  provided  by  the  last 
portion  of  that  section  to  make  general  research  support  grants  on  the  recommen¬ 
dation  of  the  National  Advisory  Health  Council.  NCI  had  difficulty  with  that 
option  inasmuch  as  the  proposal  involved  only  cancer,  and  needed  to  be  programma¬ 
tically  evaluated  in  that  context,  and  hence,  was  a  responsibility  of  only  the 
National  Advisory  Cancer  Council.  NCI’s  reservations  were  fuelled  also  by  a 
concern  that  under  the  General  Research  Siqjport  program  rules  the  grantee 
institution  would  not  be  bound  to  adhere  to  the  agreed  purposes  of  the  grant. 

In  addition,  the  formula  support  concept  used  for  general  support  grants  would 
be  negated  by  including  the  proposed  single  instrument  grant. 

In  the  light  of  these  difficulties  of  classifying  the  proposal,  it 
subsequently  occurred  to  the  General  Counsel  that  NCI  was  not  restricted 
legally  to  a  choice  between  the  "research  project"  category  and  the  "institutional" 
support  category.  In  the  light  of  certain  decisions  by  the  Comptroller  General, 
it  appeared  that  Congress  had  provided  a  third  approach  that  could  be  appropriate 
to  invoke  in  this  instance.  That  approach  involved  the  authority  of  the  Surgeon 
General,  upon  recommendation  of  the  National  Advisory  Cancer  Council  or  other 
appropriate  Council  to  "adopt .. .such  additional  means  as  he  deems  necessary  or 
appropriate  to  carry  out  the  purposes"  of  section  301-— that  purpose  being  in 
general  the  conduct  and  support  of  health  research. 2/  The  Surgeon  General 
ultimately  relied  on  that  authority  to  approve  the  SKI  award,  an  action  which, 
as  we  shall  see  below,  would  kindle  controversy  from  another  quarter. 

Grant  application.  SKI  requested  a  5-year  grant  which  would  consolidate 
NIH’ s  41  grants  and  3  contracts,  and  which  would  be  renewable  two  years  prior 
to  termination.  The  amount  requested  for  the  first  12  months  was  $4.3  million, 
or  47.1  percent  of  the  applicant's  total  allowable  operating  budget  of  $9.1 
million.  The  request  for  the  first  year  represented  a  projection  of  NIH’s 
FY  1966  level  of  support  to  this  institution.  Hospitalization  costs  related 
to  SKI  research  would  be  supported  by  separate  grants  for  which  the  Memorial 
Hospital,  a  separate  corporate  entity,  would  have  to  compete  in  the  future. 

The  applicant  projected  over  the  5-year  period  a  relatively  stable  budget,  not 
exceeding  $10  million.  The  funds  requested  for  the  succeeding  two  years,  using 
the  47.3  percent  cost-sharing  figure,  were  actually  less  than  the  amount  that 
would  be  awarded  under  the  existing  grant  commitments  from  NIH.  The  grant 
budget,  as  proposed,  would  reach  a  level  of  $4.7  million  in  the  fifth  year. 


2/ This  authority  under  what  was  section  301 (ij  of  the  Act  went  beyond  the 
use  of  new  methods  or  mechanisms  of  support,  with  which  we  are  here  concerned. 
In  a  March  4,  1964  opinion  to  the  DHEW  Secretary,  the  Comptroller  General,  for 
example,  viewed  that  section  as  providing  authority  for  grants  to  support 
communication  of  research  information  to  practitioners  and  the  public. 
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In  advance  of  submitting  the  grant  proposal,  SKI  had  prepared  a  detailed 
outline  of  the  information  to  be  included  in  the  application.  The  outline 
was  full/  discussed  with  NCI  staff  in  order  to  ensure  the  inclusion  of  infor¬ 
mation  believed  to  be  essential  for  reviewers  to  arrive  at  a  recommendation 
on  the  proposal. 

Initial  review.  Initial  review  of  the  application  was  accomplished 
by  an  outstanding  ad  hoc  advisor/  group  which  met  at  the  site  for  three  da/s 
under  the  chairmanship  of  Harold  P.  Rusch  of  the  University  of  Wisconsin. 

Also  participating  throughout  the  entire  meeting  was  a  representative  of  the 
National  Advisory  Cancer  Council.  Since  the  projected  review  involved  concepts 
fundamentally  different  from  those  characterizing  the  review  of  traditional 
grant  applications,  an  extensive  effort  was  undertaken  to  provide  members  with 
background  information,  .“^n  orientation  statement  outlining  the  rationale  for 
single  instrument  support  and  describing  guidelines  for  initial  review  of  the 
application  served  as  the  basis  for  briefing  conferences  with  individual  members 
prior  to  the  site  visit.  Also,  arrangements  were  made  for  one  of  the  consultants 
to  spend  a  whole  day  in  advance  of  the  site  visit  studying  the  system  of  fiscal 
control  and  the  administrative  apparatus  of  SKI.  Conclusions  and  recommendations 
were  based  upon  discussions  organized  around:  (1)  organizational,  administrative, 
and  fiscal  aspects;  (2)  SKI’s  achievements,  status,  and  promise  in  cancer 
research;  and,  the  scientific  review  process  at  SKI.  The  ad  hoc  committee 
unanimously  recommended  approval  in  the  amounts  and  time  requested  by  the  appli¬ 
cant,  with  conditions  which  were  later  incorporated  in  a  Memorandum  of  Under¬ 
standing  that  became  part  of  the  terras  of  the  grant. 

Continuing  Review  and  Evaluation 

In  accordance  with  a  recommendation  of  the  of  the  National  Advisory  Cancer 
Council,  a  permanent  review  committee  was  established.  Designated  the  Cancer 
Special  Program  Advisory  Committee,  its  sole  mission  was  continuing  review  of 
this  large  multidisciplinary  cancer  research  program  and  determination  of  the 
effectiveness  of  the  single  instrument  grant  for  partial  support  of  such  a 
program,  A  full-time  staff  member  was  appointed  to  serve  as  executive  secretary 
and  concurrently  as  program  director  for  the  grant.  Also,  a  grants  management 
specialist  was  detailed  to  committee  staff  to  assist  in  the  fiscal  monitoring. 

As  developed  by  the  committee,  its  evaluation  procedure  would  be  directed  at 
the  following  four  aspects  of  the  total  SKI  effort: 

(1)  the  quality  and  quantity  of  the  research  and  training  programs'; 

(2)  the  morale  and  intellectual  environment; 

(3)  the  scientific  and  fiscal/ administrative  policies  and  practices;  and, 

(4)  the  capabilities  of  the  SKI  administration  to  develop  and  maintain 
a  relevant  and  productive  cancer  research  pro gram - 
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The  evaluation  was  to  be  based  on  a  variety  of  criteria,  including  general 
orientation  of  the  research  program,  professional  staff  turnover,  opportunities 
for  younger  staff  to  assume  increased  responsibility  in  leadership,  recognition 
of  staff  con^etence  and  accomplishments  by  the  scientific  community,  logic  of 
the  administrative  organization,  etc. 

Development  of  information.  Information  concerning  these  criteria  was 
developed  through  the  combined  efforts  of  members  and  staff,  with  complete 
cooperation  on  the  part  of  the  grantee.  The  SKI  Annual  Report  of  Research 
Progress,  the  research  plans  for  each  subsequent  year,  periodic  special  reports, 
and  letters  of  information  from  the  Principal  Investigator  relative  to  pro¬ 
fessional  staff  changes  were  utilized  to  the  fullest  extent.  Supplementary 
information  was  acquired  through  visits  and  conferences  with  SKI  officers  and 
staff,  and  by  attendance  at  program  re''/iew  and  administrative  meetings.  Also, 
studies  and  reports  were  prepared  by  staff  on  selected  scientific  and  adminis¬ 
trative  matters . 

In  this  process,  the  Committee  developed  considerable  knowledge  of  the 
functional  research  sections,  and  became  familiar  with  the  administrative  policies 
and  procedures  in  the  management  of  funds,  personnel,  and  space.  Of  special 
importance,  the  committee  studied  in  detail  the  SKI  program  review  system, 
particularly  the  functioning  of  the  Board  of  Scientific  Consultants.  It  was 
therefore  able  to  judge  the  effectiveness  of  the  system  and  its  influence  on 
the  direction  of  the  research  program.  The  results  of  this  continuing  review 
and  evaluation,  and  the  committee's  judgments  developed  from  its  deliberations, 
were  periodically  reported  to  the  NCI  Director  and  the  National  Advisory  Cancer 
Council . 

Conclusions .  The  Committee  identified  some  areas  of  concern,  such  as 
a  correctable  weakness  in  the  disciplinary  composition  of  SKI's  external  Board 
of  Scientific  Consultants.  The  dominant  tone  of  its  findings,  however,  was 
decidedly  favorable.  Under  the  single  instrument  grant,  the  committee  concluded, 
the  development  and  maintenance  of  a  broad  program  in  cancer  research  of  generally 
good  quality  and  relevant  to  current  knowledge  and  research  direction  had  been 
enhanced  by  permitting  the  SKI  administration  to  utilize  its  resources  according 
to  its  own  scientific  and  fiscal  judgments  of  needs.  As  a  consequence,  the 
research  direction  of  the  total  program  was  structured  to  accommodate  current 
concepts  and  trends  in  cancer  research;  ongoing  productive  programs  were 
adequately  si^ported;  non-productive  programs  were  phased  out;  and,  new  pro-, 
grams  were  initiated.  This  resulted  in  significant  contributions  to  basic 
knowledge  of  the  cancer  problem  and  to  the  clinical  management  of  cancer  patients, 
thereby  substantially  aiding  NCI's  total  mission.  In  the  committee's  judgment, 
the  move  by  NCI  to  delegate  responsibility  for  program  evaluation  and  management 
decisions  to  the  grantee  institution  was  wise  and  reflected  a  maturity  of 
administrative  judgment. 

Fate  of  Single  Instrument  Grant 

In  its  5th  Year  Report  the  committee  recommended  continuation  of  the  single 
instrument  grant,  if  SKI  wished  to  retain  that  type  of  sttpport.  Somewhat  earlier 
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Dr.  F.  L.  Horsfall,  the  Principal  Investigator,  had  communicated  SKI’s  intention 
to  seek  renewal  of  the  grant  until  1977.  With  the  untimely  death  of  Dr.  Horsfall 
in  early  1971,  however,  SKI  decided  to  request  only  a  1-year  extension  beyond  the 
committed  period  of  support  in  order  to  provide  time  to  make  changes  in  accordance 
with  the  wishes  of  a  new  Principal  Investigator.  Upon  asstnning  directorship  of 
SKI  in  July  1972,  Dr.  R.  A.  Good  decided  to  return  to  a  multigrant/contract 
arrangement.  The  basis  for  the  change  was  his  concern  over  the  restrictions 
on  siipplementation  and  on  seeking  other  support  within  the  Public  Health  Service. 
Accordingly,  a  plan  was  worked  out  for  an  orderly  transition  to  a  core  grant  and 
as  many  as  eight  program  project  grants. 

Comment 


Summing  up  the  seven  years  of  experience  with  this  mode  of  institutional 
support,  one  may  conclude: 

(1)  The  single  instrument  grant  can  be  considered  as  an  appropriate  and 
workable  means  for  providing  financial  support  for  a  total  research 
program  oriented  to  a  categorical  disease  or  a  common  research  problem. 

As  borne  out  at  SKI,  it  permits  flexibility  in  the  management  of 
program  and  funds,  with  the  result  that  the  total  research  effort  of 
the  institution  can  be  more  advantageously  accommodated  to  changing 
research  reqiiirements  and  trends. 

(2)  It  seems  particularly  suited  to  a  freestanding  institute.  An  independent 
cancer  research  center,  for  example,  is  particularly  vulnerable  to 
changing  funding  patterns  of  agencies  from  which  it  derives  its  support. 
Such  an  organization  utilizes  full-time  career  staff  devoting  virtually 
all  of  its  time  to  research.  Since  it  is  not  possible  in  these  centers 
to  relieve  fiscal  strain  through  reassignment  of  personnel  from 
sponsored  research  to  teaching  or  to  income-generating  clinical  activity, 
the  stability  afforded  by  single  instrument  support  would  be  of  parti¬ 
cular  value. 

(3)  Use  of  the  single  instrument  model  for  a  university-based  center  is 
likely  to  encounter  difficulties.  One  is  the  potential  conflict 
between  the  center's  overriding  need  for  flexibility  and  the  equally 
compelling  need  to  keep  its  activities  and  policies  from’  disrupting 
the  parent  institution.  NIH  should  exercise  extreme  care  that  such 
centers  not  weaken  grantee  institutions,  particularly  since  the  existence 
of  other  specialized  centers  under  the  same  corporate  roof  could  have 

a  tendency  to  fissure  the  parent  institution.  Moreover,  fiscal  and 
administrative  management  systems  would  probably  be  less  adaptable  to 
meet  the  needs  of  the  fimding  agency.  The  expense  of  adaptation  would 
be  difficult  to  justify  for  a  grant,  which  despite  its  absolute  size, 
were  still  a  small  part  of  the  institution's  total  resources.  Further, 
such  a  grant  to  a  university  could  create  problems  of  "balance",  as 
well  as  potentially  awkward  administrative  situations,  for  the  grantee 
institution. 
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(4)  Future  grants  of  this  type  should  incorporate  a  provision  for  annual 
fiscal  adjustments.  Such  adjustments  could  be  made  through  staff 
negotiation  based  on  the  review  committee's  recommendation  and  a 
percentage  level  of  support  established  by  the  National  Advisory 
Council.  Other  restrictions,  such  as  that  which  prevented  a  researcher 
from  moving  an  ongoing  NIH  grant  if  he/she  were  to  join  the  SKI  staff, 
would  probably  require  modification. 

C5)  The  consequences  of  young  investigators'  not  being  put  to  the  test  of 
peer  review  of  their  work  at  a  national  level  probably  requires  further 
study.  In  a  related  vein,  information  is  needed  on  the  extent  to  which 
a  young  investigator  without  peer  reviewed  project  grant  support  may  be 
handicapped  in  his/her  mobility. 

C6)  Information  is  also  needed  on  whether  the  relatively  large  size  of  a 
single  instrument  grant  might  serve  as  an  obstacle  for  the  grantee's 
obtaining  other  funds  from  individuals,  foundations,  and  similar 
sources . 

(?■)  The  core  grant  for  support  of  cancer  centers,  first  utilized  by  NCI 

in  1962,  had  matured  by  1972  into  the  principal  funding  instrument  for 
meeting  requirements  of  section  408  of  the  National  Cancer  Act  of  1971. 
The  concept  of  a  core  grant  for  key  investigator  salaries,  centralized 
services,  research  resources,  etc.,  associated  with  project  and 
program  project  grants  now  offers  an  effective  way  to  fund  large  and 
complex  center-type  programs  while  retaining  traditional  MIH  peer  review 
and  grants  management  procedures.  This  development  may  have  rendered 
less  compelling  the  justification  for  single  instrument  support. 

Legislative  Considerations 


Three  issues  that  arose  in  connection  with  the  SKI  award  would  probably  come 
up  again  in  discussing  further  use  of  the  single  instrument. 

(1)  The  SKI  award  established  a  precedent  for  NIH  extramural  programs. 

The  extension  of  such  support  would  necessarily  have  the  effect  of 
constricting  the  availability  of  grant  funds  to  the  detriment  of 
individual  investigators  and  less  well-known  institutions.  The  House 
Committee  on  Government  Operations  in  late  1967  characterized  this 

as  a  development  deserving  of  careful  study  from  the  standpoint  of 
national  policy.  The  Committee  recommended  against  further  use  of 
this  mechanism  in  the  absence  of  full  consideration  within  the  E.xecutive 
Branch  and  formal  authorization  by  the  Congress. 

(2)  The  same  House  Committee  report  commented  also  that  the  grant  was 
awarded  under  a  long-standing  provision  of  the  PHS  Act  which  had  been 
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enacted  many  years  earlier  under  very  different  conditions.  Noting 
that  under  similar  circumstances  DHEW  had  requested  an  amendment  to 
the  PHS  Act  in  1960  to  initiate  the  General  Research  Support  program 
the  Committee  questioned  the  award  of  the  SKI  grant  without  specific 
statutory  authorization. 

(3)  If  the  single  instrument  grant  were  to  be  used  again  under  the  same 
authority  as  for  the  original  SKI  award,  it  would  be  important  to 
develop  criteria  or  guidelines  for  determining  the  conditions  under 
which  applications  could  be  approved.  In  addition  to  the  internal 
administrative  need  for  such  criteria  or  guidelines,  their  establish 
ment  would  be  an  essential  element  in  assxiring  equitable  treatment 
of  applicants  for  grants  under  this  authority. 


[246] 


Federal  Funding  in 
Materials  Research 

James  G.  Ling  and  Mary  Ann  Hand 


The  relative  merit  of  granting  federal 
research  funds  to  institutions  rather  than 
individual  investigators  has  been  a  sub¬ 
ject  of  controversy  for  some  time.  The 
recently  formed  National  Commission 
on  Research  has  included  alternative 
funding  mechanisms  as  one  of  the  issues 
to  be  studied.  This  article  summarizes 
the  findings  of  a  Mitre  Corporation  study 
performed  between  1976  and  1978  on  the 
Materials  Research  Laboratory  iMRL) 
Program  for  the  National  Science  Foun¬ 
dation  (NSF).  The  study  compared  tech¬ 
nical  publications  and  other  products  of 
16  MRL  s.  which  had  been  funded  with 
institutional  grants,  against  similar  mate- 
nal  from  individually  funded  research 
projects  at  15  other  universities  (non- 
MRL's).  Two  universities  funded  with 
mstituuonal  granu  by  the  Department 
of  Energy  (DOE)  for  materials  research 
and  two  funded  by  the  National  Aero¬ 
nautics  and  Space  Administration 
(NASA)  were  also  included  in  the  smdy. 
In  addition,  the  study  compared  total 
administrative  costs  (government  plus 
university)  per  grant  dollar  for  institu- 
uonally  funded  projects  and  those  funded 
individually. 

The  primary  objective  of  the  study 
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was  to  compare  the  effectiveness  of  insti¬ 
tutional  funding  for  MRL's  with  that  of 
project  funding  for  materials  research. 
Emphasis  was  placed  on  the  principal  re¬ 
sults  and  impacts  of  the  MRL  program 
since  its  Inception  in  l%l.  with  particu¬ 
lar  focus  on  the  penod  after  NSF  as¬ 
sumed  sponsorship  in  1972.  Five  investi¬ 
gators  were  involved  in  the  study  full¬ 
time  for  about  18  months. 


Background  of  the  .VUU.  Program 

The  MRL  program  had  its  origin  in  the 
Interdisciplinary  Laboratory  (IDL)  Pro¬ 
gram  established  in  1960  by  the  .Ad¬ 
vanced  Research  Projects  .Agency  (.AR- 
PA)  of  the  Department  of  Defense.  The 
ARPA  action  was  taken  in  response  to  a 
concern  within  the  government  that  ma¬ 
jor  hardware  research  and  development 
programs  were  being  impeded  by  the 
failure  of  materials  technology  to  keep 
pace  with  needs. 

Forty-five  universities  submitted  pro¬ 
posals  to  establish  IDE’s,  and  12  were 
selected.  The  funding  arrangements  with 
these  12  universities  were  designed  to 
encourage  stability  and  long-term  uni- 
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versity  commitments.  One  key  feature 
allowed  the  universities  to  make  capital 
investments  for  IDL  buildings  and  to  be 
paid  back  over  a  10-year  period  by  .AR- 
P.A  through  building  use  '  charges.  A 
second  key  feature  was  that  initial  con¬ 
tracts  covered  a  4-year  period.  At  the 
end  of  each  year,  contracts  were  re¬ 
newed  for  an  additional  year,  maintain¬ 
ing  4-year  forward  funding.  This  block  " 
or  institutional  funding  approach,  allowed 
the  laboratories  thus  established  to 
allocate  funds  internally  to  research 
projects  rather  than  requiting  them  to 
request  funds  from  ARPA  on  a  project- 
by-project  basis. 

In  July  1972.  the  IDL  program  was 
transferred  from  ARPA  to  NSF  and  re¬ 
named  the  MRL  program.  The  term 
'block  funding"  was  also  changed  to 
'core  funding,  "  highlighting  the  fact 
that  other  NSF  funds,  in  the  form  of 
project  grants,  were  available  to  support 
individual  research  efforts  at  the  institu¬ 
tions.  By  1976,  NSF  had  added  four  new 
MRL's.  and  its  funding  for  the  MRL 
program  in  fiscal  year  (FY)  1976  was 
$14.6  million. 

Two  other  federal  agencies,  the  Atom¬ 
ic  Energy  Commission  I.AEC)  and 
NASA,  also  established  IDL's  in  the 
1960's.  The  two  IDL  s  originally  spon¬ 
sored  by  the  former  are  now  sponsored 
by  DOE.  and  NASA  continues  to  spon¬ 
sor  two  of  the  three  that  it  originally  es¬ 
tablished. 
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The  Performing  Sector 

MRL  group.  The  MRL's  included  in 
the  present  study  were  laboratories  with¬ 
in  16  universities,  each  with  its  own  ad¬ 
ministration  headed  by  a  director.  The 
core  I  institutional)  grants  from  NSF  to 
each  of  these  laboratories  for  1977 
ranged  from  5200,000  to  51.950.000.  The 
cumulative  core  funds  from  inception  of 
the  laboratories  through  1977  ranged 
from  50.74  million  to  $35.8  million  each 
(Table  1). 


These  15  universities  form  a  mix  that 
reflects  the  heterogeneous  composition 
of  project-funded  institutions  in  general 
(Table  2).  Five  have  materials  science 
centers,  which  function  somewhat  like 
the  MRL's  and  IDL's. 

Son-NSF  block-funded  group.  The 
two  DOE  core-funded  materials  labora¬ 
tories  were  included  in  this  study.  One  is 
at  the  University  of  Illinois;  the  other,  at 
Lawrence  Berkeley  Laboratory  (LBL). 
Both  laboratories  have  large,  well-estab¬ 
lished  materials  research  programs 


Summary.  The  performance  of  fhe  20  materials  research  laboratories  (MRL's)  at 
universities  funded  with  institutionai  grants  by  the  National  Sdenco  Foundation,  De¬ 
partment  of  Energy,  and  National  Aeronautics  and  Space  Administration  is  evaluated 
in  companson  with  15  other  universities  (non-MRL's)  receiving  individually  funded 
prciects  for  materials  research.  Performance  is  measured  by  peer  review  and  citation 
frequency  analysis  of  publications,  subiective  evaluation  of  research  achievements 
and  researcher  reputation  by  a  panel  of  experts,  review  of  equipment  purchases  and 
utilization,  and  analysis  of  administrative  costs.  The  study  concludes  that  there  are  no 
significant  differences  between  the  MRL's  and  non-MRL's  with  respect  to  innovatxjn, 
interdisciplinanty,  utilization  of  specialized  equipment,  concentration  of  funding,  rate  of 
turnover,  duration  of  research  areas,  and  level  of  effort  per  research  paper.  The  MRL's 
have  a  greater  number  of  major  achievements  and  attract  researctrars  with  higher 
reputations.  The  MRL's  tend  to  emphasize  experimental  work,  and  in  about  70  per¬ 
cent  of  the  materials  research  areas  sponsored  by  the  National  Science  Foundation 
there  is  no  overlap  between  the  two  groups.  Institutional  grants  involve  much  less 
total  (federal  plus  university)  administrative  cost  per  grant  dollar  than  project  grants. 


The  distribution  of  MRL  members  by 
discipline  shows  that  physics  depart- - 
ments  have  been  involved  most  heavily 
in  MRL  research,  followed  by  materials 
and  chemistry  departments.  This  distri¬ 
bution  has  held  since  July  1972. 

Since  taking  over  the  MRL  program, 
NSF  has  encouraged  the  MRL's  to  con¬ 
centrate  their  research  efforts  into  spe¬ 
cific  areas.  The  MRL's  generally  choose 
the  areas  they  wish  to  emphasize.  How¬ 
ever.  NSF  has  occasionally  expressed  a 
preference. 

.\SF project-funded  group  ( non-MRL  's>. 
To  compare  project-funded  and  institu¬ 
tionally  funded  research,  the  study  team 
used  as  a  control  a  group  of  universities 
that  do  not  receive  federal  institutional 
funding  for  materials  research.  From  FY 
1970  through  1975.  164  universities  that 
did  not  have  MRL's  or  IDL's  received 
NSF  project  grants  for  materials  research. 
The  study  team  selected  the  15  institu¬ 
tions  receiving  the  largest  amount  of 
NSF  project  funds  over  this  6-year  peri¬ 
od.  Together  they  accounted  for  40  per¬ 
cent  of  project  funds  granted  in  FY  1975 
by  NSF's  Division  of  Materials  Research 
(DMR)  to  individual  academic  research¬ 
ers  outside  the  MRL's  and  IDL's.  The 
primary  concentration  of  DMR  funds  at 
these  institutions  was  in  the  physics  and 
materials  departments. 
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housed  in  central  facilities  and  stress  in¬ 
terdisciplinary  collaboralion  in  research. 
The  program  at  LBL  includes  chemis¬ 
try.  physics,  metallurgy,  ceramics,  and 
nuclear  engineering;  that  at  Illinois 
encompasses  ceramics,  metallurgy, 
physics,  chemistry,  and  chemical  engi¬ 
neering. 
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Fig.  1 .  Results  of  evaluation  of  major  achieve¬ 
ments  (NSF-sponsored  research  activities  on¬ 
ly). 


The  two  NASA  institutions  with  core- 
funded  materials  programs  were  also  in¬ 
cluded  in  this  study.  Both  were  among 
the  universities  originaily  selected  to  be 
IDL's.  The  materials  research  program 
at  Rensselaer  Polytechnic  Institute  was 
started  in  1960;  that  at  the  University  of 
Washington,  in  1963.  Both  are  much 
smaller  in  terms  of  core  funds  received 
than  the  MRL's  supported  by  NSF.  The 
objectives  of  the  materials  research  pro¬ 
grams  at  these  universities  are  related  to 
NASA's  mission  and  differ  substantially 
from  those  of  the  NSF-funded  MRL's 
and  the  DOE-funded  IDL's. 


Research  Capability 

The  capability  of  universities  to  per¬ 
form  research  was  measured  in  terms  of 
researchers  and  equipment.  To  see 
whether  the  MRL's  had  attracted  re¬ 
searchers  with  higher  reputations  than 
the  non-MRL's.  the  study  team  com¬ 
piled  a  list  of  229  full  professors  who  had 
joined  or  left  seven  MRL  and  ten  non- 
MRL  universibes  between  1966  and 
1976.  The  departments  of  interest  were 
those  engaged  to  a  significant  extent  in 
materials  research.  The  professors'  rep¬ 
utations  were  evaluated  on  the  basis  of 
two  criteria:  subjective  judgments  by  a 
panel  of  19  experts  and  the  number  of 
awards  received  for  scientific  research. 
All  statistical  tests  were  performed  with 
a  type  1  error  (alpha)  tolerance  of  .  10. 
The  results  of  this  companson  show  that 
the  universities  vvith  MRL's  attracted  re¬ 
searchers  with  a  higher  average  reputa¬ 
tion  than  did  the  non-MRL  schools  with 
or  without  materials  centers. 

Availability  of  equipment  was  com¬ 
pared  by  analyzing  equipment  invento¬ 
ries  provided  by  11  MRL's  and  8  non- 
MRL's.  These  inventones  identified  the 
purchase  price  and  date  of  purchase  of 
all  equipment.  Equipment  that  cost  less 
than  53000  was  excluded.  The  compan¬ 
son  showed  that  equipment  expenditures 
for  MRL  central  facilities  were  not  sig¬ 
nificantly  different  from  those  of  materi¬ 
als  science  centers  at  non-MRL's.  It  also 
showed  that  matenals  research  equip¬ 
ment  holdings  of  universities  with 
MRL's  (including  equipment  outside 
central  facilities)  were  more  extensive 
than  those  of  non-MRL  universities 
without  materials  science  centers.  The 
average  cost  per  item  of  equipment  in 
MRL  central  facilities  and  at  the  non- 
MRL  matenals  science  centers  was  also 
higher  than  at  other  non-MRL's. 

In  related  analyses,  the  study  team  de¬ 
termined  that  about  70  percent  of  the  ma¬ 
terials  research  areas  sponsored  by  NSF 
SCIENCE.  VOL.  2W 
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at  the  ituiitulions  surveyed  showed  no 
overlap  between  MRL's  and  project- 
funded  institutKMU.  Also.  It  was  found 
that  there  were  no  statistically  significant 
differences  between  MRL's  and  non- 
MRL's  in  concentration  of  funding,  an¬ 
nual  rate  of  turnover  in  research  areas, 
duration  of  research  areas,  and  continu¬ 
ity  of  staffing. 


Comparison  of  PubUcadons 

A  major  effort  was  devoted  to  analysis 
of  research  publications,  since  these  rep¬ 
resent  the  primary  research  product  of 
the  universities.  The  study  team  ob¬ 
tained,  from  a  selected  set  of  215  materi¬ 
als  science  experts,  detailed  reviews  of 
690  papers  that  had  appeared  primarily 
m  refereed  journals,  and  citation  counts 
for  2299.  Also,  a  separate  citation  fre¬ 
quency  analysis  was  made  for  each  pa¬ 
per. 

The  690  papers  Included  papers  from 
the  DOE  and  NASA  IDL's,  as  well  as 
MRL  and  non-MRL  papers.  They  were 
chosen  randomly  with  a  proportional 
stratified  sampling  scheme.  Publications 
were  grouped  mto  strata  by  total  project 
support  and  by  characteristics  of  the  re¬ 
searcher' s  institution.  Thus,  157  papers 
resulting  from  core  funding  under  ARPA 
sponsorship  in  1972  were  compared 
against  244  papers  resulting  from  NSF 
core  funding  In  FY  1974  and  FY  1975. 
This  comparison  was  made  to  see  wheth¬ 
er  research  results  were  significantly  dif¬ 
ferent  between  the  periods  of  ARPA  and 
NSF  sponsorship.  The  NSF  core-funded 
papers  were  compared  with  158  project- 
funded  research  papers  from  non- 
MRL  s.  63  project-funded  papers  from 
the  .MRL  s.  and  50  DOE  and  18  NASA 
core-funded  papers.  With  these  sample 
sizes,  the  probability  of  rejecting  a  true 
hypothesis  (type  1  error)  was  set  at  .10. 

The  NSF's  objectives  set  the  enteria 
against  which  certain  characteristics  of 
research  were  measured.  The  major 
characteristics  evaluated  were  the  quali¬ 
ty  of  performance  (as  measured  by  tech¬ 
nical  depth  and  accuracy),  the  degree  of 
innovation,  the  impact  on  scientific  prog¬ 
ress,  and  the  level  of  interdisciplinary 
collaboration.  Results  of  the  review 
showed  that: 

1)  The  NSF/MRL  core-funded  papers 
reflected  a  greater  emphasis  on  experi¬ 
mental  work  than  the  papers  from  non- 
MRL' s  without  materials  science  cen¬ 
ters.  'This  difference  in  orientation  of  re¬ 
search  was  the  most  clear-cut  result  of 
all  the  publications  comparisons. 

2)  Although  all  the  papers  were  pre¬ 
dominantly  oriented  toward  science,  the 
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proportion  of  NSF/MRL  core-funded  pa¬ 
pers  that  were  engineenng-oriented  was 
significantly  higher  than  those  from  non- 
MRL's  without  materials  science  cen¬ 
ters. 

3)  There  were  no  sigmficant  differenc¬ 
es  among  any  of  the  populations  com¬ 
pared  with  respect  to  overall  indicators 
of  innovation  or  measures  of  inter¬ 
disciplinarity. 

4)  While  differences  were  found  in 
other  attributes,  such  as  quality  of  pro¬ 
cedures.  equipment  use.  and  contribu¬ 
tion  to  scientific  progress,  the  review  of 
the  publications  did  not  lead  to  a  clear- 
cut  acceptance  or  rejection  of  the  hy¬ 
pothesis  that  .MRL's  produce  better  re¬ 
search  (in  terms  of  meeting  NSFs  cri¬ 
teria)  than  non-MRL's. 

This  last  finding  is  not  surprising,  con- 


sidenng  that  almost  all  the  papers  had 
appeared  in  refereed  journals.  .Also,  each 
paper  typically  represented  a  small  part 
of  a  total  research  effort,  and  the  impor¬ 
tance  of  the  entire  effort  could  not  al¬ 
ways  be  seen.  Finally,  all  the  institutions 
considered  m  the  study  were  nationally 
prestigious,  and  averaging  the  character¬ 
istics  of  each  group's  output  probably 
obscured  any  individual  differences. 

The  comparison  of  citation  frequency 
is  valid  as  a  measure  of  relative  ment  on¬ 
ly  if  the  data  are  reliable  and  if  the  cita¬ 
tions  are  for  ment  rather  than  some  other 
reason.  The  problem  of  nonmatching  be¬ 
tween  a  valid  journal  reference  and  the 
citation  source  encountered  in  this  study 
could  cause  difficulty  when  dealing  with 
a  single  article,  but  probably  did  not  af¬ 
fect  conclusioos  about  populations.  The 


Table  I.  Classiflcation  of  MRL's  by  amount  of  NSF  core  funding. 


MRL  funding 
class 

University 

Core 
funds 
forFY 
1977 
($  thou¬ 
sand) 

Core 

funds 

from 

incepnon 

through 

FY  1977 
(Smillioa) 

Date  of 
mcepooii 

Recently  created 

Penn  Stare 

275 

0.79 

15  May  1974 

Case  Western 

300 

0.74 

I  Sept.  1974 

Massachusetts 

400 

1.21 

15  June  1973 

(2aniegie-Melloa 

400 

1.23 

15  June  1973 

Small 

Maryland 

200 

7.17 

3  Oct.  1961 

North  Carolina 

300 

7.93 

2  Oct.  1961 

Midrange 

Harvard 

573 

10.2 

20  June  1961 

Chicago 

630 

11.6 

20  June  1961 

Purdue 

850 

11.5 

5  Oct.  1961 

Large 

Stanford 

1.200 

17.6 

20  June  1961 

Brown 

1200 

19.5 

20  June  1961 

Northwestern 

1.250 

21.0 

20  June  1960 

Very  large 

MIT 

1.865 

26,5 

20  Junel%l 

Pennsylvania 

1.950 

30,1 

22  June  I960 

Cornell 

1.950 

35  8 

M  June  I960 

MRL  5  with  multiple 

Ulinois 

1.270 

23.2 

1  June  1962 

core  support 

NSF 

.ARP.A/NSF 

(NSF  and  DOE) 


Table  2.  .Matenals  research  characteristics  of  the  non-MRL's. 


University 

Maleriab 
department 
or  program 

Materiais 
science 
center  or 
institute 

Interdisci* 

pitnary 

institutes* 

Utah 

Yes 

Florida 

Yes 

Yes 

Yes 

Lehigh 

Yes 

Yes 

Yes 

California  ( Los  Angeles ) 

Yes 

Rutgers 

California  (San  Diego) 

Yes 

Ohio  State 

Pittsburgh 

Yes 

Wisconsin  (Madison) 

Yes 

Yes 

California  (Santa  Barbara) 

Yes 

Connecticut 

Yes 

Yes 

Michigan 

Yes 

Yes 

Oegon  ( Eugene) 

Yes 

Yale 

Washington  (St.  Louis) 

Yes 

Yes 

‘Not  exclusive  u>  mauriuls  research. 
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cross-checking  of  highly  cited  papers 
against  peer  reviews  (when  possible) 
showed  that  the  citations  were  corre¬ 
lated  with  favorable  comments  by  re¬ 
viewers.  The  conclusions  from  the  cita¬ 
tion  analysis  were  that  (i)  NSF  project- 
funded  papers  at  MRL's  were  cited  more 
frequently  than  MSF/MRL  core-funded 
papers;  (ii)  core-funded  papers  at  MRL'S 


under  both  ARP.^  and  NSF  sponsorship 
were  cited  with  about  the  same  frequen¬ 
cy  as  papers  from  DOE/lDL's  and  NSF/ 
non-MRL's  without  materials  science 
centers;  (iii)  papers  from  NSF/non- 
MRL's  with  matenals  science  centers 
were  cited  less  frequently  than  MRL 
core-funded  papers;  and  (iv)  papers  from 
NASA/IDL's  were  cited  least  frequently. 


Productivity 

The  relative  productivity  of  core-fund¬ 
ed  (MRL)  and  project-funded  (non- 
MRL)  institutions  was  examined  by  ana¬ 
lyzing  the  research  achievements  and  th» 
level  of  effort  associated  with  researcl 
publications.  Research  achievements 
were  evaluated  by  compiling  a  list  of  403 
achievements  that  had  been  submitted 
by  the  universities  and  identified  by  then 
as  being  fully  developed.  This  list  was 
then  evaluated  by  the  same  panel  of  19 
experts  who  rated  the  reputations  of  re¬ 
searchers. 

On  the  basis  of  research  projects  in  FY 
1974  and  FY  1975  that  produced  pub¬ 
lications.  it  appears  that  the  frinding  leva 
of  average  MRL  core-funded  projects 
was  $32,500,  compared  to  $46,000  a 
non-MRL's.  Thus  the-  MRL's  seem  u 
have  had  about  30  percent  more  projects 
per  unit  of  funding.  However,  the  aver¬ 
age  level  of  research  effort  per  pub¬ 
lication  was  about  the  same  for  MRL'i 
($14,000)  cutd  non-MRL's  ($15,000).  At 
the  non-MRL's.  the  average  funding  per 
project  was  $39,000  at  universities  wHt 
materials  science  centers  and  $50,700  a 


Table  3.  Sununary  of  administrative  costs. 


Activity 


Comparison 


MRL  core 


Non-MRL 


Pnocipai  investifaior  discusses  research  pians 

60  to  90  percent  success  rate 

30  to  70  percent  success  rate 

with  MRL  director  or  NSF  program  administrator 

Principal  investigator  prepares  proposal  to 

2  to  20  man-hours 

2  weeks  to  2  months 

MRL  or  NSF 

MRL  director  and  executive  committee  review 

60  to  100  man-hours 

0  07  to  0. 11  hour  per  S 1000 

0 

MRL  director  prepares  the  MRL  proposal  using 

80  to  180  man-hours 

0 

the  content  of  individual  and  emphasis  area  proposals 
University  offices  review  the  proposals 

0.09  to  0.02  hour  per  S 1000 

-  1:19 

' 

N'SF  reviews  proposals  and  decides  on  finding 

-  1:2 

NSF  prepares  notice  of  award  or  denial 

-  1:19 

Grant  account  is  set  up  by  university  accounting 

-  1:19 

Grants  without  renewal  binding  are  closed  out  by 

-  1:19 

►  • 

university  adnunistraiion 

Activities  associated  with  normal  gram  expenditures 

-1:10 

require  additional  time  of  university  personnel 
Expenditures  requiring  reairangemem  of  budget 

~  1:19 

u. 

categories  require  university  and  NSF  personnel 
Members  of  emphasized  areas  meet  to  discuss 

25  to  100  mao-hours 

0 

research  progress 

0.03  lo  0. 12  hours  per  $  1000 

MRL  directors  meet  twice  each  year 

27  man-hours 

0.03  hours  per  $  1000 

0 

NSF  program  admioistrators  conduct  formal 

Informal 

Of 

or  informal  site  visits  once  each  year 

180  to  240  man-hours 

0.20  to  0.26  hour  per  SlOOO 

Formal  (every  third  year) 

ot 

(420  to  480  man-hours  V3 
(0.46  toO.53  hour  perSIOOOV3 

Annual  technical  reports  are  prepared 

60  to  100  man-hours 

4  to  16  hours 

by  principal  investigators  or  MRL  director 

0.07  to  0.  II  hour  per  SlOOO 

0.00  to  0.34  hour  per  $  1000 

Annual  fiscal  reports  are  prepared  by 

-  1:19* 

university  accounting  office 

Total  for  activities 

1.0  to  1.7  man-hours  per  $1000 

1.8  to  7.1  man-hours  perSlOOO 

’RetaUve  mamitudes  of  effort  per  onit  of  ftindiag.  admmietmDry  for  project  sraoo  do  conduct  sice  visits  but  only  in  coojunctioo  with  oUwr  busuiea 

travel.  Travel  binds  for  NSF  rtatt  are  about  Uie  ssms  per  grant  dollar  for  adnunisterisg  core  grants  or  project  grants. 
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those  without  such  centers.  The  com¬ 
parable  levels  of  effort  per  publicauon 
were  514,300  and  515.400.  respectively. 

The  MRL's  had  much  more  than  a 
proportional  share  of  achievements  rated 
in  the  top  15  percent,  based  on  total  NSF 
funding  from  FY  iy73  through  FY  1976. 
However,  the  MRL  s  had  slightly  less 
than  a  proportional  share  of  achieve¬ 
ments  rated  in  the  top  25  percent.  The 
.MRL  achievements  rated  in  the  top  25 
percent  reflect  a  greater  emphasis  on  ex¬ 
perimental  work  than  those  of  non- 
MRL's.  The  results  of  this  evaluation  are 
shown  in  Figs.  I  and  2. 


Administrative  Costs 

The  cost  for  the  administration  of 
grants  includes  the  time  and  resources  of 
both  the  umversity  and  the  sponsor.  The 
actual  time  Involved  may  not  necessarily 
be  reflected  in  the  costs  charged  for  ad¬ 
ministration.  Therefore,  both  the  dollar 
costs  for  administration  and  the  actual 
time  Involved  in  administrative  activities 
were  examined,  with  greater  emphasis 
on  the  latter,  since  it  represents  true 
costs. 

A  summary  of  administrative  costs  is 
presented  in  Table  3.  Where  similar  ac¬ 
tivities  are  involved,  the  table  shows  that 
these  activities  cost  less  per  grant  dollar 
for  MRL  core  grants.  This  Is  due  in  large 
part  to  the  decentralization  of  manage¬ 
ment  to  the  university  personnel,  who 
have  more  detailed  knowledge  of  the  ac¬ 
tivities  being  managed. 

Due  to  nonhomogeneous  units  of  mea¬ 
sure.  the  overall  cost  of  administration 
cannot  be  determined  for  the  two  types 
of  grants.  Nevertheless,  for  all  activities 
estimated  m  man-hours  (Table  3),  the  to¬ 
tal  cost  per  thousand  grant  dollars  for 
MRL  administration  is  between  1.0  and 
1.7  hours,  compared  with  a  range  of  1.8 
to  7.1  hours  for  non-MRL  administra¬ 
tion.  If  the  cost  per  man-hour  is  assumed 
to  be  520.  then  MRL  costs  range  from 
520  to  534  per  thousand  grant  dollars  while 
non-MRL  costs  range  from  536  to  5142  per 
thousand.  The  major  source  of  this  differ¬ 
ence  is  the  time  required  for  preparation 
of  project  grant  proDosals  (whether  of 


an  e.xperimental  or  theoretical  nature), 
which  amounts  to  more  time  per  dollar 
than  that  for  all  MRL  administrative 
activities.  Unfortunately,  this  time  dif¬ 
ference  can  be  equated  almost  exactly 
with  lost  research  effort  at  the  non- 
MRL's.  Furthermore,  for  all  other  activ¬ 
ities  where  costs  were  estimated  only 
proportionately,  the  MRL  administra¬ 
tion  is  from  2  to  19  times  less  costly. 
Therefore,  in  terms  of  time  and  costs  in¬ 
volved  in  administering  grants,  the  MRL 
core,  or  institutional,  grant  mechamsm  is 
much  more  efficient  than  the  project 
grant  mode. 


Coodnsioiis 

Research  at  the  institutionalty  funded 
.MRL's  is  not  more  integrated  when  mea¬ 
sured  in  terms  of  the  concentration  and 
durauon  of  support  of  research  areas.  On 
the  basis  of  the  publication  reviews, 
there  is  no  significant  difference  between 
MRL's  and  others  on  interdisciplinarity 
or  utilization  of  essential  specialized 
equipment.  However,  the  MRL's  are  dif¬ 
ferent  as  the  sole  contributors  to  certain 
research  areas  and  in  their  emphasis  on 
experimental  work.  'There  is  little  dif¬ 
ference  in  terms  of  level  of  effort  per  re¬ 
search  paper  between  MRL's  and  non- 
MRL's.  The  MRL's  appear  to  be  more 
productive  than  non-MRL's  in  terms  of 
major  achievements,  and  are  more  suc¬ 
cessful  than  non-MRL's  in  attracting  re¬ 
searchers  with  reputations  measured  as 
high  in  terms  of  scientific  honors  and  es¬ 
teem  among  peers.  Institutional  grants, 
in  the  form  of  core  grants  to  MRL's,  in¬ 
volve  much  less  total  (federal  and  uni¬ 
versity)  administrative  cost  per  grant 
dollar  than  project  grants.  In  terms  of 
program  oversight,  the  MRL  program 
administration  at  NSF  stresses  evalua¬ 
tion  of  accomplishments,  whereas  the 
project  grant  emphasis  is  on  proposal 
evaluation. 

Setting  aside  qualitative  differences 
between  universities,  it  appears  from 
this  study  that  institutional  grants  result 
in  different  types  of  work  (for  example, 
more  expenmental)  in  MRL's  compared 
with  that  in  non-MRL's.  The  insbtutioo- 


ai  grants  are  aimed.  In  part,  at  providing 
extensive  expenmental  facilities.  These 
facilities  are  apparently  put  to  good  use. 
It  is  possible  that  the  facilities  are  also 
influential  in  attracting  top-quality  re¬ 
searchers.  The  variable  costs  of  adminis¬ 
tering  grants  are  small  in  comparison  to 
fixed  costs.  Thus  the  institutional  grants, 
which  on  average  are  19  times  higher 
than  the  project  grants,  result  in  much 
lower  costs  per  unit  of  funding.  Finally, 
the  institutional  grant  mechanism  pro¬ 
vides  more  systematic  feedback  on  re¬ 
search  accomplishments  (/). 


Refrmew  aad  Noces 

1.  There  have  been  iHe  formal  evaluations  of  the 
(Db  MRL  program.  The  hnt  was  an  internal  re* 
view  perform^  by  ARPA.  Repon  on  (he 
iOL'i."  submitte<l  to  the  director  of  ARPA  on 
30  August  1966.  The  others  were  as  followa;  M. 
J.  Sinnot,  O.  C.  Trulson.  H.  H.  Test.  '  The  aR- 
PA  interdisciplinary  labor^ory  program"  iln* 
5ucuie  for  Defense  Analyses.  Aritngion.  Va..  1 
February  1971):  '  Maicnais  research  laborato* 
nes;  summary  evaluation  '  (Paper  17-54.  Na¬ 
tional  Science  Foundation.  Washington.  D  C..  2 
March  1972);  Management  and  Cost  Analysis 
Staff.  Matenais  research  iaboraiones  study" 
(National  Science  Foundation  Grants  and  Cot^ 
tracts  Offke.  Washington.  D.C..  January  1974); 
Comminee  on  the  Survey  of  Materials  Sctcnca 
and  Engineenog.  Summary  report  and  5up> 
piemencary  report  of  matenals  and  man's 
needs  '  (Nauo^  .Academy  of  Sciences-'Na* 
tional  Research  Council.  Wajhmtfon.  D.C. 
1974).  vol.  3.  In  the  latter  report  (the  sooUed 
COSMAT  report),  (be  following  observattons 
were  made:  (t)  There  is  little  or  ao  correlation 
between  magmtude  of  block  funding  and  devel- 
opmeat  of  an  itisutuuoo  as  a  materials 
school.  '  (ii)  There  u  only  a  modest  corretatioa 
between  the  avatlaMicy  of  block  funding  and  the 
eustence  of  specialized  laboratory  budding 
central  (actlitm,  or  facilities  on  (hetr  scale,  (iii) 
There  is  a  negative  correiatioa  between  the 
avatlabiUtv  of  block  funding  and  intenictioo  with 
industry,  (iv)  There  is  no  correlation  between 
largo  block  grants  and  degree  of  mterdiaci* 
plinary  interaction,  (v)  ExceUeoce  was  achieved 
a  many  of  the  block-funded  centers  in  the  very 
same  areas,  whlk  other  tmportani  areas  were 
neglected.  However,  (he  COSMAT  report  rec¬ 
ommended  tJiat  support  of  maienais  research 
centers  through  block  grants  be  accepted  as  an 
established  funding  method:  that  block  grants  be 
awarded  and  renewed  on  a  competitive  basis 
and  p^DVKle  for  forward  or  step  funding;  that,  in 
addition  to  support  for  individual  scientists, 
some  effort  be  made  (o  take  advantage  of  local 
research  specializations;  and  that  appropnate 
parts  of  the  center  programs  be  i^nented  toward 
materials  systems  (integrated  combinations  of 
matenals).  processing,  and  applications. 

2.  We  thank  .M.  T.  Lethi.  B.  B  Stokes.  J.  Ver- 
hoeff.  R.  S.  Greeley.  J.  8.  Wachiman.  Jr.,  and 
W.  R.  Frindle  for  their  contributions  and  assist¬ 
ance.  We  also  thank  H.  J.  Piccancllo  and  W.  0 
Commins  for  (heir  contnbuuons  to  the  siatuticaJ 
analysis  and  for  their  review  and  oversight  of  the 
enure  study.  This  article  is  based  on  a  report  by 
J.  G-  Ling.  M.  A.  De^lt.  .M-  T.  Leihi.  B.  B. 
Stokes,  and  J.  Verboeff  f'Evahiadve  study  ot 
Che  ntatenals  research  Ubciraionr  procam  tTecb* 
oicaJ  Repon  7764.  Mice  Corp..  Bedford.  Mass.. 
Sepcembw  1978)  under  NSF  coatraa  OAO 
7624069. 
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MEMORANDUM 


DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES 
PUBLIC  HEALTH  SERVICE 


NATIONAL  INSTITUTES  OF  HEALTH 


TO  :  Dr.  Joseph  G.  Perplch,  Associate  Director 
for  Program  Planning  and  Evaluation 


DATE:  September  30,  1980 


FROM  :  ^chard^^.  Powers,  Chief,  Financial  Advisory  Services  Branch,  DCG 


SUBJECT:  DHHS  Policies  and  Procedures  for  Establishing  Indirect  Cost  Rates  and 

Reimbursing  Indirect  Costs 


As  requested,  attached  is  a  copy  of  informative  language  extracted  from  a 
DHHS  brochure  (OASC-1)  published  as  an  aid  to  colleges  and  universities  in 
understanding  the  process  of  determining  and  reimbursing  indirect  costs 
under  the  Department’s  grant  and  contract  programs.  This  particular  excerpt 
(Section  I  of  the  Brochure)  provides  general  information  on  the  nature  of 
Indirect  costs  and  Indirect  cost  rates,  and  describes  the  process  of 
establishing  the  rates  and  reimbursing  indirect  costs. 
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SECTION  I 
INDIRECT  COSTS 

GENERAL  POLICIES  AND  PROCEDURES 

NATURE  OF  INDIRECT  COSTS 

Indirect  costs  are  costs  that  are  incurred  for  comraon  or  joint 
objectives,  and  therefore  cannot  be  readily  and  specifically 
identified  with  a  particular  project,  an  instructional  activity 
or  any  other  institutional  activity.  The  costs  of  operating  and 
maintaining  facilities,  equipment,  and  grounds;  depreciation  or 
use  allowances;  general  and  departmental  administration;  and  li¬ 
brary  expenses  are  typical  examples  of  the  types  of  costs  which 
are  usually  considered  as  indirect  costs  at  colleges  and  universi¬ 
ties. 

In  theory,  all  of  these  costs  might  be  charged  directly.  This 
approach,  however,  is  usually  impractical.  They  are  therefore 
grouped  into  a  common  pool(s)  and  distributed  to  benefiting  ac¬ 
tivities  by  a  cost  allocation  process.  The  end  product  of  this 
allocation  process  is  an  indirect  cost  rate(s)  which  is  applied 
to  individual  projects  supported  by  grants,  contracts  and  coopera¬ 
tive  agreements  with  the  Federal  Government (collectively  referred 
to  as  "sponsored  agreements") to  determine  the  amount  of  indirect 
costs  applicable  to  each  project. 

Indirect  costs  are  reimbursed  based  on  an  institution's  established 
indirect  cost  rate(s),  subject  to  statutory  or  administrative  limi¬ 
tations,  as  part  of  the  total  costs  of  individual  sponsored  agree¬ 
ments  . 
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INDIRECT  COST  RATES 

The  indirect  cost  rate  is  a  ratio,  expressed  as  a  percentage,  of 
the  indirect  costs  to  a  direct  cost  "base".  The  direct  cost  base 
is  usually  either  modified  total  direct  costs  or  direct  salaries 
and  wages,  depending  on  the  method  used  by  the  institution  to 
compute  its  indirect  cost  rates.  A  discussion  of  the  methods 
used  to  compute  indirect  cost  rates,  including  a  description  of 
the  specific  cost  elements  making  up  the  modified  total  direct 
cost  base,  is  included  in  Section  II. 

Indirect  cost  rates  are  established  by  negotiation  between  the  in¬ 
stitution  and  a  "cognizant"  Federal  agency  which  acts  on  behalf 
of  all  Federal  agencies  in  negotiating  rates  with  the  institution. 
The  types  of  rates  that  may  be  established  through  these  negotia¬ 
tions  are  described  below. 

Provisional  Rate 

A  provisional  indirect  cost  rate  is  a  temporary  rate  established 
for  a  given  period  -tw  time  to  permit  funding  and  reporting  of  i.n- 
direct  costs  pending  est^d^lishment  of  a  final  rate  (or  other  per¬ 
manent  rate)  for  that  period,  when  a  permanent  rate  is  established, 
the  indirect  costs  claimed  by  using  the  provisional  rate  are  ad¬ 
justed  to  reflect  the  indirect  costs  based  on  the  permanent  rate. 

Final  Rate 

A  final  indirect  cost  rate  is  a  peannement  rate  established  after 
the  institution's  actual  costs  for  a  specific  period  (usually  its 
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fiscal  year)  are  known  and  the  amount  of  allowable  indirect  costs 
applicable  to  sponsored  projects  have  been  determined.  This  type 
of  rate  is  not  subject  to  adjustment.  Final  rates  are  used  to 
adjust  indirect  costs  initially  claimed  based  on  provisional  rates 
in  grant  expenditure  reports  and  contract  public  vouchers. 

Predetermined  Rate 

A  predetermined  indirect  cost  rate  is  a  permanent  rate  established 
for  a  specific  future  period  (usually  one  fiscal  year)  based  on 
am  estimate  of  the  costs  for  that  period.  Except  under  very  un¬ 
usual  circumstances,  this  type  of  rate  is  not  subject  to  adjustment. 
Predetermined  rates  are  established  when  there  is  reasonable  assur¬ 
ance,  based  on  experience  and  a  reliable  estimate  of  the  institu¬ 
tion's  costs,  that  the  predetermined  rate  will  approximate  the  in¬ 
stitution's  actual  rate. 

Fixed  Rate  With  Carry-Forward  Provision 

A  fixed  rate  with  carry-forward  provision  is  a  permanent  rate  that 
has  the  same  characteristics  as  a  predetermined  rate.  However,  un¬ 
like  a  predetermined  rate,  the  difference  between  the  estimated 
costs  used  to  est2blish  the  fixed  rate  and  the  actual  costs  of  the 
fiscal  year  covered  by  the  rate  is  "carried  forward"  as  an  adjust¬ 
ment  to  the  rate  computation  of  a  future  year(s).  The  fixed  rate 
should  be  based  on  accurate  estimates  for  the  year  involved  so  as 
to  avoid  unduly  laurge  carry-forward  adjustments. 

The  carry-forward  adjustment  cannot  be  made  for  the  fiscal  year 
immediately  following  th.e  year  covered  by  the  fixed  rate  because 
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the  fixed  rate  for  the  following  year  will  have  been  established 
before  the  amount  of  the  carry-forward  adjustment  is  known.  The 
adjustment  will  therefore  be  made  in  the  second  or  third  year. 

The  carry-forward  procedure  is  discussed  in  greater  detail  and 
illustrated  in  Appendix  G. 

Selection  of  Type  of  Rate 

Institutions  are  encouraged  to  use  either  predetermined  rates  or 
fixed  rates  with  carry-forward  provisions.  These  rates  permit  a 
more  timely  closing  of  completed  sponsored  agreements  and  gener¬ 
ally  eliminate  the  necessity  of  making  retroactive  adjustments  on 
individual  sponsored  agreements  as  would  be  the  case  when  pro¬ 
visional  and  final  rates  are  used. 

SUBMISSION  OF  INDIRECT  COST  PROPOSALS 
General  Requirement 

An  institution  must  have  a  current  approved  indirect  cost  rate 
before  a  claim  for  indirect  costs  will  be  recognized  by  awardi.ng 
agencies.  An  indirect  cost  proposal  docximents  how  the  insti¬ 
tution  develops  its  indirect  cost  rate(s)  and  is  the  basis  for 
the  cognizant  agency's  approval  of  the  rate(s).  All  claims  for 
indirect  costs  must  be  supported  by  the  timely  submission  of  a 
proposal  for  each  fiscal  year  in  which  indirect  costs  are  claimed. 
Institutions  that  do  not  submit  timely  indirect  cost  proposals 
risk  losing  their  claims  for  indirect  cost  as  described  in  the 
subsection  entitled  "Aweird  and  Settlement  of  Indirect  Costs". 
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Guidelines  on  the  preparation  of  indirect  cost  proposals  are  pro¬ 
vided  in  Section  II. 

Where  To  Submit  Proposals 

Under  Office  of  Management  and  Budget  Circular  A-83,  each  college 
and  university  is  assigned  to  a  single  Federal  agency  which  acts 
on  behalf  of  all  Federal  agencies  in  negotiating  indirect  cost 
rates  and  other  rates  with  the  institution.  The  agency  assigned 
this  responsibility  is  referred  to  as  the  "cognizant  agency".  Ex¬ 
cept  under  unusual  circustances  (and  then  only  in  coordination  with 
the  cognizant  agency) ,  the  rates  negotiated  by  the  cognizant  agency 
must  be  accepted  by  the  other  Federal  agencies. 

Circular  A-88  also  designates  cognizant  agencies  for  the  purpose  of 
auditing  auid  resolving  audit  findings  at  an  institution  (except 
where  an  audit  finding  relates  only  to  sponsored  agreements  awarded 
by  an  agency  other  than  the  cognizant  agency) .  The  same  agency  is 
usually  designated  as  the  cognizant  agency  for  all  three  functions 
(rate  negotiation,  audit,  and  audit  resolution) . 

The  Department  of  Health  and  Human  Services  (HHS)  has  been  assigned 
cognizance  for  most  institutions.  Circular  A-83,  along  with  a 
listing  of  institutions  which  are  not  assigned  to  HHS,  is  shown  in 
Appendix  A. 

If  negotiation  cognizance  for  an  institution  is  assigned  to  EIHS ,  the 
institution's  indirect  cost  proposals  must  be  submitted  to  the  De¬ 
partment's  Regional  Division  of  Cost  Allocation  (DCA)  responsible 
for  the  geographical  aurea  in  which  the  institution  is  located.  The 
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address  and  area  covered  by  each  DCA  is  shown  in  Appendix  3. 

If  an  institution  is  assigned  to  a  Federal  agency  other  than  HHS, 
its  indirect  cost  proposals  should  be  siibmitted  to  that  agency  in 
accordance  with  the  instructions  of  the  agency.  It  is  not  necessary 
to  submit  a  copy  of  the  proposal  to  the  DCA,  unless  it  is  specifi¬ 
cally  requested. 

Occasionally,  cognizance  for  an  institution  may  be  transferred 
from  one  Federal  agency  to  another.  When  this  occurs,  the  insti¬ 
tution  will  be  notified  by  the  "new"  cognizant  agency. 

Due  Dates  and  Coverage  of  Proposals 

The  due  dates  for  submission  of  indirect  cost  proposals  to  the 
DCA  (when  HHS  is  the  cognizant  agency)  depend  on  whether  an  insti¬ 
tution  has  previously  established  an  indirect  cost  rate  with  the 
Government. 

No  Previous  Rate 

If  an  institution  has  not  previously  established  an  indirect  cost 
rate  with  the  Government,  it  must  submit  its  initial  indirect  cost 
proposal  to  the  DCA  immediately  after  it  is  notified  that  a  spon¬ 
sored  agreement  providing  indirect  cost  reimbursement  will  be 
awarded.  If  possible,  the  proposal  should  be  submitted  before 
the  sponsored  agreement  is  awaurded,  but  not  later  than  three  months 
after  the  effective  date  of  the  sponsored  agreement.  In  the  case 
of  contracts,  the  proposal  must  be  submitted  and  a  rate  establish¬ 
ed  before  the  contract  is  awarded. 
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The  proposal  will  be  used  to  estahilish  a  rate  to  permit  funding 
of  indirect  costs  under  the  sponsored  agreement.  It  should  nor¬ 
mally  be  based  on  the  institution's  actual  costs  for  its  most 
recently  completed  fiscal  year.  However,  if  the  institution  an¬ 
ticipates  a  change  in  its  operations  that  'vould  significantly 
increase  or  decrease  the  rate  for  the  fiscal  yearCs)  in  which  the 
sponsored  agreement  will  be  performed,  the  proposal  must  be  based 
on  projected  costs  for  that  yearCs). 

When  the  proposal  is  submitted,  it  will  be  processed  on  a  pri¬ 
ority  basis  by  the  DCA.  If  the  institution  needs  technical  assis¬ 
tance  in  preparing  the  proposal,  it  should  request  this  assistance 
from  the  DCA. 

Previously  Established  Rates 

Institutions  that  have  previously  established  indirect  cost  rates 
with  the  Government  must  submit  a  new  indirect  cost  proposal  to 
the  DCA  within  six  months  after  the  close  of  each  fiscal  year. 

The  type  of  rate(s)  included  in  the  proposal  and  the  fiscal  year(s) 
on  which  the  rate  should  be  based  will  be  governed  by  the  specific 
circumstances  involved: 

a.  If  a  provisional  rate(s)  was  previously  established 
for  the  most  recently  completed  fiscal  year,  the 
proposal  must  include  (l)a  final  rate(s)  for  the 
completed  year  based  on  actual  costs  for  that  year, 
amd  (2)  fixed,  predetermined  or  provisional  rates 
for  the  next  two  years.  If  the  rates  are  expected 
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to  remain  relatively  stable,  the  rates  for  the 
following  years  should  also  be  based  on  actual 
costs  for  the  most  recently  completed  year.  How¬ 
ever,  if  the  institution  anticipates  a  change  in 
its  operations  that  would  significantly  increase 
or  decrease  the  rate  for  one  or  both  of  these  years, 
the  rate(s)  must  be  based  on  projected  costs. 

b.  If  a  fixed  or  predetermined  rateCs)  was  previously 
established,  the  proposal  must  include  a  fixed,  pre¬ 
determined  or  provisional  rateCsl  for  the  fiscal 
year  immediately  following  the  year  covered  by  the 
last  negotiation.  The  rate  (si  should  be  based  on 
actual  costs  of  the  most  recently  completed  year, 
or  if  the  Institution  anticipates  a  significant 
change  in  its  operations,  projected  costs  for  the 
year  covered  by  the  rateCs) . 

Extention  of  Due  Dates 

Occasionally,  extenuating  circumstances  may  justify  an  extention 
of  the  due  date  for  submission  of  a  proposal.  When  a  due  date  can 
not  be  met,  a  formal  request  for  an  extension,  stating  the  reasons 
must  be  sent  to  the  DCA  prior  to  the  due  date.  If  the  request  is 
approved  and  the  proposal  is  submitted  in  accordance  with  the  con¬ 
ditions  of  approval,  no  penalty  will  be  assessed. 

Supporting  Documentation 

Each  indirect  cost  proposal  must  be  accompanied  by,  and  be  cross- 
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referenced  and  reconciled  to,  the  institution's  independently 
audited  financial  statements  for  the  fiscal  year  on  which  the 
proposal  is  based.  If  independently  audited  statements  are  not 
available,  the  institution  should  contact  the  DCA  to  determine 
what  other  financial  documents  will  be  acceptable  to  substantiate 
the  amounts  in  the  proposal.  If  a  rate  in  the  proposal  is  based 
on  projected  costs  for  a  future  year,  the  rate  computation  must 
be  cross-referenced  and  reconciled  to  the  institution's  budget 
for  that  year.  In  these  cases,  the  future  year's  budget  and  the 
financial  statements  for  the  most  recently  completed  fiscal  year 
must  be  submitted  with  the  proposal. 

The  proposal  must  also  be  accompanied  by  the  fringe  benefit  infor¬ 
mation  described  in  Section  III,  and  where  applicadsle,  the  infor¬ 
mation  on  off-campus  rates  and  composite  rates 

described  in  the  subsection  on  "Special  In¬ 
direct  Cost  Rates"  in  Section  II. 

NEGOTIATION  OF  RATES 

The  DCA  will  negotiate  an  indirect  cost  rate(s)  with  the  institution 
based  on  an  evaluation  of  the  institution's  indirect  cost  proposal. 
In  some  cases,  the  DCA  may  request  an  audit  of  the  proposal  before 
the  rates  are  negotiated. 

Tne  results  of  each  negotiation  will  be  formalized  by  a  Negotiation 
Agreement  signed  by  the  DCA  and  an  authorized  representative  of  the 
institution.  Each  agreement  will  include: 

“  The  agreed  upon  rate{s)  and  information  directly 
related  to  use  of  the  rate{s)  (e.g.,  type  of  rate. 


[261] 


10 


effective  period,  direct  cost  base,  etc.]; 

^  The  treatment  of  fringe  benefits  as  either 
direct  or  indirect  costs; 

®  General  terms  and  conditions  of  the  Agreement; 

®  Special  terms  and  conditions  of  the  Agreement 
(if  any) ;  and 

®  Additional  information  (if  necessary)  that  may 
be  needed  by  the  users  of  the  Agreement. 

The  Negotiation  Agreements  are  reproduced  and  distributed  to  person¬ 
nel  within  HHS  and  other  Federal  agencies  responsibile  for  the  award 
and  settlement  of  sponsored  agreements.  The  Negotiation  Agreement 
form  currently  in  use  is  shown  in  Appendix  H. 

If  the  institution  is  assigned  to  a  cognizant  agency  other  than 
HHS,  that  agency  will  send  a  copy  of  its  Negotiation  .Agreement 
with  the  institution  to  the  DC.A,  and  the  rates  will  be  recognized 
by  HHS.  HHS  will  also  distribute  copies  of  the  Agreement  to  all 
concerned  Federal  agencies. 

DISPUTES 

On  rare  occasions,  the  DCA  and  an  institution  may  not  be  able  to 
reach  agreement  on  an  acceptable  indirect  cost  rate  (or  other 
rate  described  in  Section  III)  for  use  on  sponsored  agreements. 
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When  this  occurs,  the  DCA  will  make  a  unilateral  determination 
of  the  ratets)  considered  acceptable  by  the  Department  and  will 
notify  the  institution  of  the  determination.  The  DCA  will  also 
advise  the  institution  of  its  right  to  appeal  the  determination 
amd  the  appeal  procedures  to  follow. 

The  institution  may  appeal  the  determination  under  either  the 
Department's  Grant  Appeals  Regulations  (45  CFR,  Parts  75  and  16) 
or  the  "disputes"  provisions  of  affected  contracts.  However,  if 
the  institution  elects  to  appeal  the  issues  under  the  contract 
appeal  procedures,  it  may  not  subsequently  appeal  the  same  issues 
to  the  Department's  Grant  Appeals  Board  under  45  CFR  Part  16. 


AWARD  AND  SETTLEMENT  OF  INDIRECT  COSTS 
Applying  Indirect  Cost  Rates 

The  amount  of  indirect  costs  applicable  to  each  sponsored  project 

,  1  i 

is  determined  by  multiplying  the  appropriate  inairect, cost  rate(s) 
by  the  direct  base  costs  of  the  project. 

I 

In  applying  indirect  cost  rates  to  individual  projects,  the  rate 
covering  the  period  in  which  the  direct  base  costs  are  actually 
incurred  must  be  applied  to  those  costs.  If  the  budget  period 
of  a  sponsored  agreement  does  not  coincide  with  an  institution's 
fiscal  year,  at  least  two  indirect  cost  rates  must  be  used.  For 
example,  assume  that  rates  of  35%  for  tlie  fiscal  year  ending  June 
30,  1981  and  30%  for  the  fiscal  year  ending  June  30,  1982  have 
been  established;  and  that  the  12  month  budget  period  of  a  spon- 


[263] 


12 


sored  agreement  begins  on  Januaory  1,  1981.  The  indirect  costs 
would  be  computed  as  follows; 


Fiscal 

Year  Endinq 

Total 

6/30/81 

6/30/82 

Direct  Cost  Base 
Rate 

$30,000 

X  35% 

$20,000 

X  30% 

$50,000 

Indirect  Costs 

$10,500 

6,000 

$16,500 

A  single  rate  may  be  used  for  purposes  of  awarding  indirect  costs 
when  the  budget  period  of  a  sponsored  agreement  does  not  coincide 
with  the  institution's  fiscal  year  if  the  amount  based  on  a  single 
rate  reasonably  approximates  the  amount  that  would  have  been  awarded 
had  two  rates  been  used.  In  these  cases,  the  rate  covering  the 
earlier  fiscal  year  will  normally  be  used.  Final  settlement,  how¬ 
ever,  will  be  computed  by  using  the  rates  established  for  the  two 
(or  more)  fiscal  years  in  which  the  direct  base  costs  are  incurred. 

Award  of  Indirect  Costs 

Subject  to  any  statutory  or  admix; istrative  limitations,  indirect  costs 
will  be  awarded  using  the  latest  established  indirect  cost  rate 
applicable  to  the  budget  period  of  the  sponsored  agreement.  In¬ 
stitutions  seeking  indirect  cost  reimbursement  should  show  the  re¬ 
quested  aunount  and  the  appropriate  rate  and  base  in  their  grant 
applications  and  contract  proposals.  The  applications  and  propos¬ 
als  should  also  indicate  \^ether  the  project  will  be  conducted  on- 
campus  or  off-campus,  and,  if  the  project  will  be  conducted  partially 
off-campus,  the  portion  that  will  be  conducted  off-campus. 

Grant  applications  and  contract  proposals  au:e  frequently  submitted 
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far  in  advance  of  the  date  of  an  award.  As  a  result,  the  indirect 
cost  rate  shown  in  the  application  or  proposal  may  be  outdated 
when  the  award  is  made.  In  these  cases,  the  HHS  awarding  agency 
will  use  the  more  current  rate  to  fund  indirect  costs  in  the  award. 

VJhen  indirect  costs  are  awarded  on  the  basis  of  a  provisional  rate, 
adjustments  to  the  amount  awarded  will  not  usually  be  made  during 
the  sponsored  agreement's  budget  period.  However,  if  there  is  a 
major  change  in  the  provisional  rate  during  the  budget  period, 
and  this  change  results  in  a  significant  under  or  over-funding  of 
indirect  costs,  the  sponsored  agreement  may  be  amended  to  increase 
or  decrease  the  amount  awarded.  This  determination  will  take  in¬ 
to  account  the  financial  position  of  the  institution  as  well  as 
the  administrative  effort  involved  in  amending  the  sponsored  agree¬ 
ments.  Generally,  these  amendments  will  not  be  made  unless  the 
total  impact  on  all  HHS  sponsored  agreements  is  at  least  $100,000 
or  20%  of  the  total  costs  of  the  agreements. 

Settlement  of  Indirect  Costs 

Grant  expenditure  reports  and  contract  public  vouc.hers  tcollectively 
referred  to  as  "financial  reports")  must  reflect  the  appropriate 
amount  of  indirect  costs  based  on  the  most  current  rate(s)  applicable 
to  the  period  involved.  If  a  provisional  rate  is  used,  the  amount 
claimed  must  be  adjusted  when  a  final  rate  applicable  to  the  period 
is  established.  These  adjustments  must  be  initiated  by  the  insti¬ 
tution. 

Generally,  adjustments  are  required  only  when  a  provisional  rate  is 
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used  to  initially  claim  indirect  rates  on  financial  reports  and 
the  provisional  rate  is  later  replaced  by  a  final  rate.  However, 
occasionally,  a  provisional  rate  may  be  replaced  by  a  fixed  or  pre¬ 
determined  rate.  This  would  occur  when  a  fixed  or  predetermined 
rate  applicable  to  a  given  fiscal  year  is  established  sometime 
after  the  beginning  of  the  year  and  replaces  a  provisional  rate 
previously  in  effect  for  the  earlier  part  of  the  year.  In  these 
cases,  if  the  provisional  rate  was  used  to  claim  Indirect  costs  for 
the  portion  of  the  year  before  the  fixed  or  predetermined  rate  was 
established,  the  amount  claimed  must  be  adjusted  to  reflect  the 
amount  based  on  the  fixed  or  predetermined  rate. 

Adjustments  to  indirect  costs  claimed  on  HHS  grants  must  be  made 
by  sxibmitting  a  "Summary  Report  of  Expenditures  Adjustment  Sheet" 
showing  the  adjustment  to  each  grant.  (Submission  of  a  revised 
expenditure  report  for  each  grant  is  not  required.)  The  adjust¬ 
ment  sheet  must  be  submitted  within  one  year  after  the  Negotiation 
Agreement  establishing  the  final,  fixed,  or  predetermined  rate(s) 
is  executed.  Upward  adjustments  will  not  be  considered  if  the  ad¬ 
justment  sheet  is  not  submitted  within  the  one  year  period.  If 
adjustments  are  required  for  grants  awarded  by  more  than  one  HHS 
awarding  agency  (e.g.  the  National  Institutes  of  Health,  the  Office 
of  Human  Development  Services,  etc.),  a  separate  adjustment  sheet 
is  required  for  each  agency.  A  suggested  adjustment  sheet  format, 
along  with  instructions  on  its  preparation,  is  shown  in  Appendix  I. 
All  adjustment  sheets,  regardless  of  the  HHS  awarding  agency (ies) 
involved,  should  be  sent  to  the; 
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Indirect  Cost  Management  Section 
Office  of  Financial  Management 
National  Institutes  of  Health 
Building  31,  Room  BIB 07 
Bethesda,  Maryland  20014 

If  upward  adjustments  result  in  the  need  for  funds  in  excess  of 
the  total  amount  awarded  for  a  grant  budget  period,  the  addition¬ 
al  funds  will  be  provided  to  the  institution  if  they  are  available 
from  the  same  Federal  appropriation  used  to  fund  the  grant  budget 
period. 

Adjustments  to  indirect  costs  claimed  on  HHS  contracts  must  be  made 
in  accordance  with  the  Department's  procurement  regulations. 

Institutions  Without  Currently  Effective  Indirect  Cost  Rates 

Failure  to  Submit  Timely  Proposals 
If  an  institution  does  not  submit  a  timely  indirect  cost  proposal, 
it  will  be  considered  as  not  having  a  currently  effective  indirect 
cost  rate.  In  the  absence  of  this  rate,  future  awards  made  by  the 
Department  will  not  provide  funds  for  indirect  costs.  If  the  in¬ 
stitution  subsequently  establishes  a  rate,  the  awarding  agency  may 
amend  the  award  to  provide  an  appropriate  amount  for  indirect  costs, 
if  the  amendment  can  be  made  within  the  same  Federal  Fiscal  Year  in 
which  the  award  was  made.  This  amount,  however,  will  be  limited 
to  the  indirect  costs  applicable  to  the  period  beginning  on  the 
first  day  of  the  month  in  which  the  proposal  was  submitted. 

t-rtien  an  awaurd  is  made  without  funds  for  indirect  costs,  these  costs 
will  not  be  allowed  on  the  financial  report (s)  submitted  under  the 
award. 
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If  the  award  was  amended  to  provide  funds  for  indirect  costs,  the 
indirect  costs  allowed  on  the  financial  report  (and  the  Summary 
Report  of  Expenditures  Adjustment  Sheet,  if  required)  will  be 
computed  on  the  same  basis  as  was  used  to  compute  the  amount  pro¬ 
vided  in  the  amended  award.  For  example,  if  funds  for  75%  of  the 
indirect  costs  were  provided  to  the  institution  in  the  amended 
award,  only  75%  of  the  indirect  costs  will  be  allowed  on  the  fi¬ 
nancial  report  and  Summary  Report  of  Expenditures  Adjustment  Sheet. 

Failure  to  submit  a  timely  indirect  cost  proposal  may  also  result 
in  the  disallowance  of  indirect  costs  previously  reimbursed  on  the 
basis  of  a  provisional  indirect  cost  rate.  These  disallowances 
will  be  made  if  the  institution  does  not  submit  a  timely  indirect 
cost  proposal  to  establish  a  permanent  rate  (final,  fixed,  or  pre¬ 
determined)  for  the  period  involved,  and  after  being  notified  that 
a  proposal  must  be  submitted  to  substantiate  the  claim,  still  does 
not  submit  the  proposal. 

No  Previous  Indirect  Cost  Rates  with  Government 
In  some  cases,  a  currently  effective  indirect  cost  rate  may  not  be 
available  at  the  time  a  grant  is  awarded  because  the  institution  has 
never  established  a  rate  with  the  Government  and  is  unable  to  es¬ 
tablish  its  initial  rate  prior  to  the  date  of  the  award.  In  these 
cases,  a  provisional  amount  equal  to  one-half  of  the  indirect  costs 
requested  by  the  institution,  up  to  10%  of  direct  salaries  and  wages 
will  be  included  in  the  grant. 

If  the  institution  later  submits  a  timely  indirect  cost  proposal. 
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the  grant  may  be  amended  to  provide  additional  funds  representing 
the  difference  between  the  amount  initially  awarded  and  the  amount 
based  on  the  approved  rate.  However,  because  of  legal  constraints, 
amendments  to  grants  for  this  purpose  must  be  made  within  the  same 
Federal  Fiscal  year  in  which  the  initial  award  covering  the  grant 
budget  period  was  made.  If  it  is  not  possible  to  amend  the  grant  to 
provide  the  additional  funds,  the  funds  will  be  provided  to  the  i.n- 
stitution  (if  availaJsle)  during  the  indirect  cost  settlement  process 
described  earlier  in  this  Section.  If  the  institution  does  not 
establish  an  indirect  cost  rate  prior  to  the  submission  of  the  grant 
expenditure  report,  its  claims  for  indirect  cost  reimbursement  will 
not  be  allowed. 

As  indicated  in  the  subsection  entitled  "Submission  of  Indirect  Cost 
Proposals",  if  an  institution  wishes  to  be  reimbursed  for  indirect 
costs  under  a  contract,  its  indirect  cost  proposal  must  be  submitted 
and  a  rate  established  before  the  contract  is  awarded. 

LIMITATIONS  ON  INDIRECT  COST  REIMBURSEMENT 

In  most  cases,  sponsored  agreements  provide  full  reimbursement  of 
indirect  costs.  However,  a  few  HHS  programs  have  legislative  or 
administrative  limitations  on  the  reimbursement  of  these  costs. 
Indirect  costs  applicable  to  sponsored  agreements  awarded  under 
these  programs  are  reimbursed  in  accordance  with  the  legal  or  ad¬ 
ministrative  limitations. 

Indirect  costs  are  not  reimbursed  on  construction  grants,  grants 
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to  individuals,  or  grants  to  institutions  located  outside  the 
territorial  limits  of  the  United  States.  Indirect  costs  are  also 
not  reimbursed  on  scholarships,  fellowships,  and  similar  awards 
where  Federal  financing  is  exclusively  in  the  form  of  fixed  amounts 
or  the  published  tuition  rates  and  fees  of  an  institution. 

Indirect  cost  reimbursement  on  HHS  training  grants  (but  not  train¬ 
ing  contracts)  is  limited  to  the  lesser  of  the  institution's  actual 
indirect  costs  or  8%  of  total  direct  costs.  The  specific  direct 
cost  base  used  in  applying  the  8%  rate  is  prescribed  in  policies 
established  by  the  Department's  awarding  agencies.  A  training 
grant  is  defined  as  a  grant  which  provides  Federal  financing  on  a 
cost  reimbursement  basis  for  the  cost  of  training  or  other  educa¬ 
tional  services.  Examples  of  the  activities  covered  by  training 
grants  include  training  programs  for  selected  participants  (in¬ 
cluding  research  training) ,  summer  institutes,  and  the  development 
and  introduction  of  new  or  expanded  courses. 

The  submission  of  an  indirect  cost  proposal  to  support  the  8%  reim¬ 
bursement  rate  on  training  grants  is  not  normally  required.  How¬ 
ever,  the  institution  is  required  to  have  documentation  available 
for  audit  which  shows  that  its  actual  rate  is  at  least  8%.  If 
the  institution  has  an  established  indirect  cost  rate  with  the 

Government  which  is  applicable  to  trainino  arants  and  thp  rate  is 
based  on  modified  total  direct  costs,  this  rate  will  meet  the 
documentation  required.  If  a  rate  applicable  to  training  grants 
based  on  modified  total  direct  costs  has  not  been  established,  the 
institution  must  compute  an  approximate  rate,  and  retain  the  compu- 
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tation  for  audit.  If  this  computation  indicated  that  the  rate  is 

less  than  8%,  a  formal  indirect  cost  proposal  must  be  submitted  to  the 
DC  A. 

If  a  provision  of  a  training  grant  includes  a  cost  sharina  or  match¬ 
ing  requirement, actual  indirect  costs  in  excess  of  the  8%  reimburse¬ 
ment  limitation  may  be  used  to  meet  the  cost  sharina  or  matchina 
requirement . 


NEGOTIATION  OF  INDIRECT  COST  RATES  WITH  SUBGRANTEES  AND  SUBCONTRACTORS 

As  a  general  rule,  prime  contractors  and  grantees  are  responsible 
for  negotiating  indirect  cost  rates,  where  necessary,  with  sub¬ 
grantees  and  subcontractors  under  sponsored  agreements.  These 
negotiations  must  be  based  on  the  Federal  cost  principles  applica¬ 
ble  to  the  organization  receiving  the  subgrant  or  subcontract 
(collectively  referred  to  as  " subawards'')  .  The  procedures  followed 
in  conducting  the  negotiation  are  sxibject  to  review  by  the  Depart¬ 
ment.  If  the  prime  contractor  or  grantee  needs  assistance  i.n  con¬ 
ducting  the  negotiation,  it  should  request  suc.h  assistance  from 
tne  DCA. 

Prime  contractors  and  grantees  are  not  required  to  negotiate  indirect 
cost  rates  for  subawards  if  any  of  the  following  conditions  exist: 

-  The  subaward  does  not  provide  reimbursement  for  indirect  costs. 

The  subaward  is  awarded  to  an  organization  which  negotiates  in¬ 
direct  cost  rates  or  research  patient  care  rates  directly  with 
the  Government.  In  these  situations,  the  rates  neootiated  bv 
the  Government  will  apply  to  all  Federally-supported  activities, 
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including  those  conducted  under  subawards. 

The  subaward  is  a  subgrant  for  training  purposes  and  is 
awarded  to  a  college  or  university,  hospital,  or  other  non¬ 
profit  organizations  (other  than  a  State,  local,  or  Indian 
tribal  government) .  In  these  cases,  the  training  subgrant 
is  subject  to  the  same  rules  as  those  applicable  to  train¬ 
ing  grants  described  in  the  subsection  titled  "Limitations 
on  Indirect  Cost  Reimbursement" . 
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DESCRIPTION  OF  UW-MADISON  EFFORTS  AT 


COMPLIANCE  WITH  FEDERAL  COST  PRINCIPLES^ 


The  purpose  of  this  paper  is  to  describe  the  actions  which  have  been 
taken  at  the  University  of  Wisconsin-Mad ison  over  the  past  seven  years  to 
comply  with  Federal  Cost  Principles,  first  FM  73-8  and  subsequently  A-21, 
and  to  indicate  the  role  which  faculty  and  academic  staff  have  played  both 
in  the  development  of  policy  and  in  the  implementation  of  the  required 
procedures . 

Structure  of  the  Institution 

In  order  to  understand  some  of  the  actions  taken,  it  is  helpful  to 
recognize  the  position  of  UW-Madison  in  the  University  of  Wisconsin  System. 

The  University  of  Wisconsin  System  consists  of  2  doctoral-granting  Institutions, 
11  other  4-year  campuses,  and  14  2-year  centers,  as  well  as  traditional  Extension 
activities.  Indirect  cost  rates  are  negotiated  on  behalf  of  the  System;  however, 
since  the  dominant  amount  of  extramural  grants  and  contracts  involves  UW-Madison, 
the  administration  and  faculty  at  Madison  play  a  lead  role  in  the  determination 
of  policy  regarding  methods  of  compliance  with  Federal  Cost  Principles.  It  is 
important  to  realize  that  some  of  the  procedures  described  below  have  been 
developed  by  UW-Madison  administration  and/or  faculty,  some  by  System  personnel, 
but  more  commonly  by  agreement  among  these  groups. 

The  precise  nature  of  the  decision-making  process  at  UW-Madison  also 
requires  description.  As  at  many  major  institutions,  authority  is  shared 
between  the  administration,  viz.  chancellor,  vice  chancellors  and  deans,  and 
the  faculty.  Thus,  for  example,  some  committees  are  appointed  by  the  elected 
University  Committee,  acting  as  the  executive  committee  of  the  Faculty  Senate, 
with  the  advice  of  the  chancellor.  Others  are  appointed  by  the  chancellor 
with  the  advice  of  the  University  Committee.  Faculty  leadership  in  governance 
of  the  institution  rests  upon  three  basic  elements.  The  first  is  the  formal 
sharing  of  appointive  power  described  above.  The  second  is  a  tradition  of 
departmental  autonomy,  the  practice  of  reserving  authority  to  departments 
wherever  it  is  feasible  to  do  so.  The  third  is  the  practice  of  relying 
extensively  upon  part-time  administrators;  marry  of  the  associate  deans  of 
the  various  colleges  and  schools  have  dual  roles  as  faculty  and  administrators. 
Even  deans,  vice  chancellors  and  the  chancellor  retain  close  ties  with  their 
academic  departments,  and  in  some  cases  maintain  active  research  programs 
therein. 

An  additional  and  important  element  is  the  way  in  which  indirect  cost 
reimbursement  is  budgeted  at  the  University.  Each  biennium,  the  legislature 
approves  a  "state-supported"  budget  level  for  the  University.  This  budget 
level  is  intended  to  support  various  activities,  programs,  and  responsibilities 
of  the  University,  Including  the  indirect  costs  of  the  extramurally-supported 
programs.  This  total  budget  level  is  supported  from  a  variety  of  sources 
including  state  tax  appropriations,  tuition  and  fee  income,  indirect  cost 
reimbursement  income,  and  other  miscellaneous  revenues  which  the  University 
is  responsible  for  generating  in  support  of  its  established  total  budget  level. 
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Should  the  revenue  fail  to  materialize  at  the  budgeted  level,  the 
University  is  expected  to  reduce  its  budgeted  expenditure  level  accordingly. 

When  this  occurs,  the  University  first  looks  to  that  portion  of  the  budget 
which  is  intended  for  equipment  replacement  as  a  source  for  reducing  its  Intended 
expenditure  level.  A  very  serious  shortfall  in  indirect  cost  revenue  (or  any  of 
the  other  revenue  categories  which  the  University  is  responsible  for  generating) 
would  require  consideration  of  reductions  in  the  planned  expenditure  levels  for 
supplies  and  staff.  Should  indirect  cost  income  exceed  the  budgeted  level  for 
a  fiscal  year,  only  a  negligible  amount  may  be  carried  over  to  the  next  year. 

These  circumstances  are  not  unique  to  UW-Madison.  Nevertheless,  they  do 
affect  the  way  in  which  the  institution,  of  necessity,  must  respond  to  various 
changes  in  the  parameters  governing  research. 

Pre-A-21  Indirect  Cost  Discussions 

Shortly  after  World  War  II,  federal  expenditures  for  research  at  universities 
increased  dramatically.  It  soon  became  apparent  that  in  addition  to  the  direct 
costs  of  this  research,  other  costs  accrued  to  the  Insltutions  for  administrative 
and  support  staff,  operation  and  maintenance  of  physical  plant,  libraries,  etc. 

It  was  also  clear  that  few  universities  were  in  a  position  to  finance  these 
additional  expenditures  themselves.  These  costs  are  in  general  not  susceptible 
to  unique  identification  with  a  particular  research  project.  Therefore,  provision 
was  made  for  recovery  of  the  indirect  costs  through  an  overhead  charge.  At  UW- 
Madison  these  charges  were  initially  rather  small,  and  varied  from  project  to 
project  depending  upon  individual  negotiations  with  the  funding  agency.  As  costs 
grew,  it  was  obvious  that  there  should  be  a  single  insitution-wide  rate.  During 
the  period  of  rapid  expansion  of  university  research,  when  funds  were  relatively 
easy  to  secure,  this  rate  occasioned  comparatively  little  Interest  among  faculty. 

The  requirement  for  indirect  cost  money  increased  at  a  substantial  rate  in 
the  early  70’ s  as  the  amount  and  complexity  of  research  increased,  as  additional 
Federal  restrictions  and  reporting  requirements  were  imposed,  and  as  inflation 
took  its  toll.  The  average  principal  investigator  experienced  an  increase  in 
indirect  cost  charges  to  grants  and  contracts  accompanied  by  a  decrease  in 
available  direct  cost  money  for  research  as  Federal  appropriations  failed  to 
keep  pace.  This  awakened  in  some,  and  enlarged  in  other  faculty  members  an 
interest  in  the  overall  magnitude  and  the  components  of  the  indirect  cost  rate. 

In  November  1973,  then  Vice  Chancellor  for  Academic  Affairs  Irving  Shain 
sent  to  all  faculty  an  extensive  description  of  indirect  costs.  This  included 
a  description  of  the  procedures  used  to  arrive  at  the  rates,  the  amounts  of 
the  various  components  of  the  indirect  cost  rate.  Including  the  contribution 
of  each  sub-category,  and  an  explanation  of  how  the  indirect  cost  revenue 
was  budgeted.  Each  subsequent  alteration  in  the  indirect  cost  rate  has  been 
accompanied  by  an  analogous  description  of  the  change  in  each  component  of  the 
Indirect  cost  rate,  as  well  as  an  explanation  of  what  was  perceived  to  be  the 
reason  for  the  changes. 

Realistically,  such  communications  have  only  a  transitory  existence  on 
most  faculty  members'  desks,  and  the  precise  numbers  are  retained  only  by  a 
fastidious  few.  Despite  this,  it  is  felt  that  this  information  does  have  an 
important  educational  role.  It  is  helpful  to  see  the  relative  effects  of 
such  categories  as  departmental  administration  and  libraries,  for  example. 
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A  second  step  was  taken  a  year  and  a  half  later,  In  April  1975,  when 
Vice  Chancellor  Shain  appointed  an  "Ad  Hoc  Advisory  Committee  on  the  Basis  for 
Calculating  Indirect  Costs  on  Grants  and  Contracts".  This  committee  was 
composed  of  eight  faculty  members,  with  five  administrators  serving  as  advisory 
staff.  The  committee  was  charged  first  with  advising  whether  the  salaries  and 
wages  base  for  indirect  cost  calculation  should  be  changed  to  a  modified  direct 
cost  basis.  It  was  subsequently  charged  to  review  also  how  the  indirect  cost 
base  is  calculated  and  to  consider  whether  such  indirect  cost  charges  are 
reasonably  representative  of  costs  incurred  by  the  University. 

After  analyzing  125  grants  and  contracts,  the  committee  concluded  that 
there  was  no  reason  to  prefer  one  base  over  another,  and,  since  any  change 
would  create  considerable  dislocation,  the  committee  recommended  that  the 
salaries  and  wages  base  be  retained.  The  committee  made  a  number  of  other 
recommendations  designed  to  insure  as  much  equity  as  possible  in  the  application 
of  the  indirect  cost  rate,  and  also  to  ease  the  transition  Involved  in  a  change 
of  rate  or  basis.  These  recommendations  have  been  followed  in  the  implementation 
of  A-21.  A  final  recommendation  called  for  either  a  permanent  faculty  advisory 
committee  or  else  liberal  use  of  ad  hoc  faculty  advisory  committees  for  discussion 
of  specific  issues  relating  to  indirect  costs  and  grant  administration. 

A-21  Implementation  at  the  University  of  Wisconsln-Madison 

In  early  1978,  the  Office  of  Management  and  Budget  published  a  proposed 
revision  of  Federal  Cost  Principles  identified  as  Circular  A-21.  Since  it  was 
apparent  that  this  extensive  revision  of  the  cost  principles  would  have  far- 
reaching  consequences  at  the  University  of  Wisconsin-Madlson ,  Chancellor  Shain 
appointed  an  ad  hoc  faculty  committee  to  study  the  implications  of  these  proposed 
regulations  and  to  develop  a  response.  In  contrast  to  the  previous  committee  on 
indirect  costs,  this  group  contained  both  faculty  and  administrative  staff  as 
full  members,  since  it  was  clear  that  some  of  the  changes  had  primarily  admin¬ 
istrative  consequences.  The  group  attempted  to  identify  some  outstanding 
problems  with  the  proposed  changes,  and  to  focus  on  these. 

The  response  which  this  group  provided  was  similar  in  many  respects  to 
that  from  a  number  of  other  Institutions.  Although  some  of  the  concerns 
expressed  were  indeed  answered  by  the  final  regulations,  several  problems 
remained  in  the  final  version.  The  work  of  this  committee,  while  extremely 
valuable  for  the  institution,  is  of  interest  here  primarily  as  a  foundation 
for  a  succeeding  committee,  which  addressed  the  problems  of  compliance  with 
the  final  version  of  A-21. 

This  final  version,  published  on  March  9,  1979,  clearly  required  several 
significant  modifications  in  the  handling  of  research  grants  and  contracts  at 
the  University.  It  should  be  noted  that  an  HEW  audit  had  concomitantly 
required  a  modification  of  the  effort  reporting  system  along  the  lines  adopted 
in  A-21.  The  necessity  to  make  these  changes  suggested  that  immediate  attention 
be  given  to  all  phases  of  A-21.  Accordingly,  an  enlarged  ad  hoc  committee  on 
compliance  with  A-21  was  formed,  consisting  of  those  faculty  who  had  served 
on  the  commentary  committee,  augmented  by  several  other  faculty.  Various 
administrative  personnel  served  as  staff  to  this  committee.  This  group 
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organized  into  subcommittees  to  consider  effort  reporting,  the  handling  of 
tuition  changes  as  a  direct  cost,  and  the  problems  of  transition  to  the  MTDC 
base.  This  set  of  topics  varied  somewhat  from  those  considered  by  the  previous 
committee.  Several  of  the  faculty  involved  either  held  joint  administrative- 
faculty  positions  or  had  previously  had  administrative  experience.  Others 
represented  research  areas  where  particular  problems  could  be  expected  to  arise. 

This  committee  designed  the  effort  reporting  system  which  has  now  been 
implemented,  developed  a  method  for  the  direct-charging  of  out-of-state  tuition 
remissions  on  an  average  basis,  and  provided  a  set  of  guidelines  for  easing  the 
transition  to  the  MTDC  base.  Members  of  this  committee  are  still  consulted 
concerning  particular  problems  of  Implementation  of  A-21. 

It  is  still  too  early  to  assess  fully  the  success  of  the  efforts  made 
to  Involve  the  faculty  in  this  decision  process.  For  example,  grants  awarded 
prior  to  July  1,  1980,  are  still  charged  indirect  costs  on  a  salaries  and 
wages  basis,  and  are  not  charged  for  tuition  remission.  Only  now  are  faculty 
being  required  to  submit  the  first  set  of  reports  on  their  own  effort,  covering 
the  summer  of  1980.  Nevertheless,  a  set  of  procedures  which  appear  to  be 
reasonable  has  been  created.  The  identification  of  problems  which  had  not 
occurred  to  administrative  staff  indicates  that  these  procedures  are  probably 
superior  to  those  which  would  have  been  developed  in  the  absence  of  the  faculty 
committee . 


Conclusions 

The  admittedly-incomplete  experience  at  the  University  of  Wisconsln-Madison 
suggests  first  that  it  is  very  important  to  inform  faculty  of  the  nature  of 
indirect  cost  charges  and  their  basis,  as  well  as  the  other  requirements  of 
grant  and  contract  administration  imposed  on  the  University.  This  may  seem 
obvious,  but  the  necessity  to  regard  this  as  a  continuing  problem  of  education 
may  be  overlooked. 

Secondly,  the  faculty  have  both  a  right  and  a  responsibility  to  be  involved 
in  decisions  which  affect  the  rules  under  which  their  grant  and  contracts  are 
administered.  The  overall  parameters  of  these  rules  may  not  be  changed,  but  it 
is  frequently  possible  to  optimize  the  system  with  the  help  of  principal 
investigators’  perspective. 

One  small  note  of  caution  must  be  expressed.  There  are  many  demands  on 
the  time  of  faculty  members,  and  responsibilities  on  committees  such  as  those 
discussed  above,  while  taken  seriously,  may  not  have  first  priority.  Admin¬ 
istrative  staff  concerned  with  these  decisions  may  well  have  these  same 
responsibilities  as  a  top  priority.  Consequently,  committees  and  sub-committees 
can  be  dominated  by  the  staff  members  through  sheer  weight  of  numbers,  assuming 
the  usual  faculty  time  conflicts.  It  is  necessary  to  recognize  this  in  planning 
for  committee  membership,  as  well  as  in  the  conduct  of  meetings. 

Throughout  the  discussion  presented  here  attention  has  been  focused  on  a 
particular  insitution,  the  University  of  Wisconsin-Madison.  Some  characteristics 
which  may  be  peculiar  to  that  insitution,  as  described  previously,  may  have 
contributed  to  any  success  which  efforts  there  are  enjoying.  Indeed,  the  very 
diversity  of  educational  Insitutions  which  is  one  of  this  country’s  greatest 
strengths  also  makes  a  generalization  from  one  Institution  to  another  dangerous. 
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Nevertheless,  there  is  a  commonality  of  interest  of  both  administration  and 
faculty  in  obtaining  the  maximum  research  from  available  resources,  be  they 
federal,  state,  or  private.  A  clear  realization  of  this  commonality,  as  well 
as  an  appreciation  and  understanding  of  the  problems  each  group  faces,  can 
materially  aid  in  achieving  that  maximization  in  a  responsible  fashion. 


^  Prepared  by  Marvin  E.  Ebel,  Professor  of  Physics  and  Associate  Dean  of 
the  Graduate  School,  for  presentation  at  the  meeting  of  the  Advisory 
Committee  to  the  Director,  NIH,  October  20-21,  1980. 
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Presentation  to  the  NIH  Director's 
Advisory  Committee  on  Proposed  HHS 
Debarment  Regulations — October  21,  1980 

In  order  to  put  the  topic  of  debarment  in  its  proper 
perspective,  I  should  emphasize  at  the  outset  that  the  regu¬ 
lations  I  am  going  to  briefly  describe  will  have  little  impact 
on  the  scientific  community  in  general.  They  are  designed 
to  deal  with  the  very  infrequent  situation  in  which  a  person's 
prior  conduct  has  been  so  improper  that  NIH  can  no  longer 
reliably  place  Federal  funds  at  that  individual's  disposal. 

While  most  scientists  and  institutions  act  responsibly 
and  in  good  faith  in  carrying  out  their  grant  responsibilities, 
unfortunately,  each  year  NIH  learns  of  a  few  situations  in 
which  individuals  have  seriously  breached  the  trust  placed 
in  them  by  the  award  of  grant  funds.  Although  technically 
the  regulations  apply  to  both  individuals  and  institutions, 

I  have  yet  to  see  a  situation  in  which  debarment  of  an 
institution  was  warranted.  Consequently,  in  my  talk  I 
will  refer  primarily  to  individuals. 

Just  to  give  you  some  idea  of  the  types  of  cases  that 
have  troubled  us  through  the  years,  we  have,  for  example, 
been  faced  with  instances  in  which  the  principal  investi¬ 
gator  required  employees  and  trainees  to  "kickback"  to  the 
PI  part  of  the  salaries  and  stipends  charged  to  the  Pi's 
grants.  In  other  cases,  grant  funds  were  used,  for  example, 
to  buy  building  materials,  drugs,  and  groceries  for  the 
pi's  personal  use.  Recently,  a  PI  used  training  grant 
funds  to  pay  for  ski  trips  for  himself  and  his  son. 
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Although  the  examples  I  just  mentioned  dealt  with 
strictly  financial  irregularities,  we  have  also  had  cases 
in  which  the  conduct  at  issue  reflected  negatively  on  the 
pi's  scientific  integrity.  The  most  common  problem  in 
this  area  is  falsification  of  research  data.  Again, 
however,  I  should  emphasize  that  while  these  events  occur, 
the  total  number  of  cases  is  small. 

In  a  few  instances,  the  offenders  have  actually  been 
convicted  of  violations  of  criminal  law.  However,  most 
cases  involved  only  a  few  thousand  dollars,  or  less,  and 
the  Justice  Department,  in  view  of  its  limited  resources, 
has  directed  NIH  to  deal  with  most  of  these  matters  through 
civil  and  administrative  procedures,  rather  than  seek 
criminal  convictions. 

When  improper  use  of  money  is  involved,  one  obvious 
step  for  NIH  to  take  administratively  is  to  recoup  the 
diverted  dollars.  Also,  under  existing  regulations  we  can 
terminate  ongoing  grants  where  there  has  been  a  material 
failure  to  comply  with  the  terms  and  conditions  of  the 
awards . 

However,  we  have  up  to  now  had  no  established  mechanism 
for  dealing  with  new  applications  submitted  by  a  PI  who  has 
previously  been  found  to  engage  in  activity  which  raises 
serious  question  as  to  his  or  her  fiscal  or  fiducial 
integrity. 
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For  many  years,  other  agencies  have  had  debarment  regu¬ 
lations  to  fill  this  gap.  The  legality  of  these  regulations 
has  been  confirmed  in  a  number  of  court  decisions. 

At  this  point  I  should  indicate,  for  those  of  you  who 
are  not  familiar  with  the  term,  what  "debarment"  actually 
means.  In  the  grant  context,  when  someone  is  debarred, 
the  person  involved  is  in  effect  excluded  from  eligibility 
for  financial  assistance  from  the  granting  agency  for  the 
period  of  the  debarment. 

The  debarment  regulations  have  a  twofold  purpose: 

1.  They  put  in  place  a  regularized  mechanism  for 
determining,  in  cases  of  fraud  or  abuse,  whether  the 
respondents  should  continue  to  be  eligible  for  Department 
grant  support  or  whether  the  respondents  should  be  debarred, 

2.  They  also  provide  a  forum  in  which  the  respondents 
can  present  their  side  of  the  story  to  an  independent  fact 
finder  and  decisionmaker,  and  in  effect  have  "a  day  in 
court . " 

To  give  you  just  a  little  history  regarding  the 
regulations,  they  were  developed  on  instructions  from  the 
Secretary  of  the  then  Department  of  HEW,  after  the  Secretary 
became  aware  of  several  cases  in  which  scientists  had  made 
improper  use  of  grant  funds.  The  content  of  the  initial 
drafts  of  the  regulations  was  discussed  extensively  within 
the  Department,  including  at  NIH,  and  then  a  notice  of 
proposed  rulemaking  was  published  in  the  Federal  Register 


[280] 


-4- 


in  1979,  for  the  purpose  of  seeking  public  comment  before 
the  regulations  were  finalized.  A  number  of  comments  were 
received  from  other  Government  agencies,  universities, 
colleges,  educational  organizations,  and  a  few  individuals. 
Some  commenters  simply  opposed  the  regulations,  while  others 
just  made  suggestions  for  clarification  or  other  improvement. 
Following  the  comment  period,  a  policy  decision  was  made 
by  the  Department  that  the  regulations  were  needed,  but  a 
number  of  changes  were  made  to  take  account  of  the  public 
comments.  The  final  regulations  appeared  in  the  Federal 
Register  on  October  9. 

The  causes  for  debarment  set  forth  in  the  regulations 
fall  into  four  basic  categories:  First,  conviction  of 
various  fiscal-type  crimes,  such  as  violation  of  antitrust 
statutes.  Second,  debarment  by  some  other  Government  agency. 
Third,  serious  violations  of  statutes,  regulations,  or 
grant  terms  and  conditions,  and  Fourth,  similar  conduct  of 
a  serious  nature. 

In  each  case,  before  someone  may  be  debarred,  the 
offender  is  entitled  first  to  notice  that  debarment  is 
contemplated  and  the  nature  of  the  charges.  Also,  before 
debarment  can  occur  the  offender  is  entitled  to  a  hearing 
before  an  independent  hearing  officer  who  has  had  nothing 
previously  to  do  with  the  matter.  Except  where  the  debarment 
is  based  upon  a  criminal  conviction  or  previous  debarment 
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by  another  agency^  the  Government  is  required  at  the  hearing 

r 

to  present  "clear  and  convincing  evidence"  to  support  its 
charges.  And  the  offender  is  given  a  full  opportunity  to 
present  his  or  her  "side  of  the  story,"  to  rebut  the 
Government’s  case,  and  to  present  mitigating  evidence  for 
purposes  of  placing  what  happened  in  a  more  favorable 
light  than  may  appear  on  the  surface. 

The  hearing  officer  is  required  to  render  a  decision 
which  either  side  may  then  appeal  to  the  Secretary  herself. 

If  the  Secretary  decides  to  become  personally  involved,  the 
regulations  require  that  any  changes  she  makes  in  the 
hearing  officer's  decision  be  based  solely  on  the  record 
developed  at  the  hearing  conducted  by  the  hearing  officer. 

If  the  final  decision  is  favorable  to  the  respondent, 
then  the  Department  will  not  take  into  account  the  events 
which  were  the  subject  of  the  debarment  proceedings  in 
making  funding  decisions  on  applications  by  the  respondent. 

On  the  other  hand,  if  the  Government  has  prevailed, 
then  the  debarred  person  will  be  ineligible  for  discretionary 
awards  of  financial  assistance  from  the  Department  during 
the  period  for  which  the  person  is  debarred. 

In  this  fashion,  the  accused  will  have  had  a  full 
opportunity,  in  accordance  with  "due  process,"  to  defend 
himself  or  herself,  but  if  he  or  she  loses,  the  Government 
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will  not  have  to  waste  time  and  money  processing  applications 
in  accordance  with  normal  grant  review  procedures,  when  the 
application  will  inevitably  not  be  funded. 

The  regulations  also  provide  a  mechanism  for  suspension 
pending  debarment  when  immediate  action  is  necessary  before 
debarment  proceedings  can  be  completed.  However,  if  such  a 
step  is  taken,  the  individual  must  then  be  offered  a  hearing 
on  the  suspension,  which  then  will  be  lifted  if  the  Department 
is  unable  to  justify  the  need  for  suspension. 

Since  the  regulations  have  only  recently  been  finalized, 
the  Department  has  not  yet  addressed  the  details  as  to  how 
they  should  be  implemented.  Nevertheless,  I  should  make 
just  a  few  comments  on  the  subject  of  implementation  at 
NIH. 

First  and  foremost,  debarment  proceedings  will  not 
even  be  started  unless  it  is  clear  that  improper  activity 
has  occurred. 

If  a  decision  is  made  to  take  such  a  step,  however, 
unnecessary  delays  should  be  avoided  so  as  to  minimize  the 
time  during  which  a  respondent  will  be  left  uncertain  as  to 
his  or  her  status. 

At  this  stage,  no  categorical  rule  can  be  laid  down  as 
to  whether  applications  from  respondents  will  be  deferred 
pending  completion  of  debarment  proceedings  or  allowed  to 
continue  through  the  review  process.  Decisions  on  how  to 
handle  specific  cases  will  necessarily  depend  on  such 
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factors  as:  the  nature  of  the  alleged  misconduct,  how  far 
along  the  application  was  in  the  review  process  when  the 
improper  conduct  was  discovered,  and  whether  any  adverse 
program  impact  might  result  from  deferring  a  particular 
application. 

As  is  indicated  in  the  paper  passed  out  to  you,  NIH 
believes  that  unproven  allegations  of  improper  activity 
should  not  be  disseminated  to  those  involved  in  the  review 
process  except  on  a  "need  to  know"  basis. 

Although  it  is  difficult  to  develop  hard-and-fast 
rules  to  deal  with  these  types  of  situations,  in  general 
NIH  does  not  plan  to  notify  study  sections  and  other  scien¬ 
tific  review  groups  of  alleged  violations  or  pending  inves¬ 
tigations.  Once  an  investigation  is  completed  a  study 
section  might  be  provided  with  factual  information  result¬ 
ing  from  the  investigation,  but  only  if  it  bears  directly 
on  the  scientific  merit  of  an  application  or  proposal 
under  review. 

However,  because  the  National  Advisory  Councils  and 
Boards  have  broader  advisory  responsibilities,  they  will  be 
made  aware  of  the  existence  and  current  status  of  investi¬ 
gations  bearing  on  applications  and  proposals  brought 
before  them.  But  it  should  be  emphasized  that  in  most 
instances  questions  regarding  fitness  of  the  applicant 
will  have  been  resolved  before  the  application  is  taken  to 
the  Board  or  Council  —  normally  by  deferral  of  the  appli¬ 
cation  if  necessary. 
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In  closing,  I  want  to  underscore  the  fact  that  these 
regulations  are  common  in  Government,  but  they  are  rarely 
used,  and  then  only  against  serious  offenders.  HHS  already 
has  a  set  of  debarment  regulations  for  contractors  that  has 
been  on  the  books  for  years.  No  one  has,  to  my  knowledge, 
ever  been  debarred  under  them.  Other  agencies,  I  am  told, 
have  in  a  few  instances  debarred  someone,  but  it  is  a  rare 
occurrence . 

Nevertheless,  once  in  a  great  while  debarment  is 
warranted,  but  an  agency  must  already  have  the  procedure  in 
place  in  order  to  do  so.  The  only  purpose  in  adopting  the 
regulations  at  this  time  is  to  fill  this  gap  in  the  Depart¬ 
ment  grant  regulations. 

It  is  a  protection  for  the  respondent,  as  well  as  for 
the  Government,  since  it  requires  the  Government  to  accord 
the  respondent  very  specific  rights  before  debarment, 
whereas  a  more  informal  process  could  have  the  same  effect 
of  cutting  the  person  off  from  Government  benefits,  without 
any  "due  process." 
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October  9,  1980 


Part  111 

Department  of 
Health  and  Human 
Services 

Office  of  the  Secretary 

Debarment  and  Suspension  From 
EKgibiIrty  for  Financial  Assistance 
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DEPARTMENT  OF  HEALTN  AND 
HUMAN  SERVICES 

Offic*  of  th«  Soerttary 

4SCFRPwt7e 

OebanTMfrt  and  Su«p«naion  From 
EllgIblUty  for  Financial  Aaslatanca 

AOBicr:  Department  of  Health  and 
Human  Services. 
action:  Final  rule. 

summary:  HHS  hereb)^  amends  Title  43 
by  adding  a  new  Part  76  authorizing 
debarment  and  suspension  of 
individuals  and  institutions  horn 
eligibility  to  receive  grants  or  other 
forms  of  financial  assistance  under  HHS 
discretionary  programs.  These 
regulations  are  necessary  because  there 
have  been  instances  of  fraud  or  abuse 
by  persons  who  are  responsible  for 
Federal  funds,  and  the  effect  of  the 
regulations  will  be  to  establish  a 
procedure,  with  due  process  safeguards, 
to  render  these  persons  ineligible  to 
receive  HHS  financial  ataistance  for 
reasonable  periods  of  time. 

Esncnvi  DATi:  November  la  19aa 
AOORSta:  Requests  for  information  or  a 
copy  of  the  regulations  may  be 
addressed  to  die  Legal  Advisor.  NIH. 
Office  of  the  General  CounseL  Room  2B- 
SO.  Building  31.  National  Institutes  of 
Health.  9000  Rockvilla  PUce,  Bethesda, 
Maryland  20205. 

FOR  SURTMa  INFORMATION  CONTACT; 

William  G.  Ketterer.  Senior  Attorney, 
NIH.  Address;  Same  as  above; 
telephone  (301)  496-6043. 
SUPPLEMIMTARY  INFORMATION:  On 
March  19,  1979,  the  Secretary  of  Health. 
Education,  and  Welfare  (now  the 
Secretary  of  Health  and  Human 
Services)  published  ui  the  Federal 
Register  (44  FR  16444)  a  notice 
proposing  regulations  governing  the 
debarment  and  suspension  of 
individuals  and  institubons  from 
financial  assistance  for  specified  causes 
and  subject  to  due  process  safeguards. 

The  notice  provided  60  days 
opportunity  for  written  comment  from 
interested  members  of  the  public. 
Although  some  comments  were  received 
after  the  expj^don  date,  all  comments 
have  been  considered  in  preparation  of 
the  final  regulations. 

Overview  of  the  Comments 
Thirty-two  letters  of  comment  were- 
received  from  the  following  sourcee:  3 
local  school  districts.  S  State 
government  agencies.  13  universities  or 
colleges.  9  other  educational 
organizations,  and  2  concerned 
individuals.  Although  many  comments 


were  flatly  opposed  to  any  regulations 
on  debarment  (generally  because  they 
felt  that  existing  procedures  were 
adequate),  some  letters  generally 
supported  the  adoption  of  soma  form  of 
debarment  procedure,  but  offered 
specific  comments  for  clarification  and 
improvement  All  the  comments  have 
been  carefully  considered  in  adopting 
the  final  regulationa. 

A  discussion  of  the  comments 
received  and  the  Secretary's  action  with 
respect  to  them  follows: 

(1)  Sufficiency  of  S  U.S  Code  J  301  as 
authority.  Several  comments  questioned 
whether  the  authority  cited  for  the 
regulations.  3  U.3.  C^e  {  301,  is  legally 
sufficient  Section  301  authorizes  the 
heads  of  executive  agendet  to  . 
prescribe  regulations  for  the  government 
of  his  department  the  conduct  of  its 
employees,  the  distribution  and 
performance  of  its  business,  and  the 
custody,  use,  and  preservation  of  its 
records,  papers,  and  property."  While 
this  authority  is  general  in  nature,  the 
Secretary  believes  that  establishment  of 
reasonable  debarment  and  suspension 
procedures  to  protect  limited  public 
funds  for  finandal  assistance  is  in 
furtherance  of  the  performance  of  HHS's 
“businssa"  of  administering  finandaL 
assistance  programs  authorized  by- 
Congress.  'The  alteinative  would  be  to 
restate  separately  each  statutory 
authority  for  every  affected  program, 
which  Is  impracticaL 

(2)  Are  the  Regulationa  Necessary T 
NumerouA  comments  questioned 
whether  the  regulations  are  necessary 
and  whether  they  merely  duplicate  other 
HHS  regulations  and  procedures  which 
are  presently  available  to  correct  fraud 
and  abuse  in  the  assistance  area  (for 
example,  normal  audit  procedures,  and 
procedures  for  termination  of  ongoing 
grant  awards  under  45  CTR  Part  74. 
Subpart  .Vf).  These  procedures  deal  with 
fraud  and  abuse  after  they  have 
occurred  and  the  Secretary  believes 
that,  in  order  to  provide  the  maximum 
protection  of  Federal  funds,  there  should 
be  an  across-the-board  mechanism  for 
the  prevention  of  fraud  and  abuse.  By 
excluding  irresponsible  applicants  from 
the  award  process,  the  Secretary 
believes  that  limited  public  funds  for 
assistance  purposes  will  be  available 
where  they  will  be  used  property. 

With  regard  to  overlapping  debarment 
proceduiea  under  particular  programs 
(for  example,  termination  of  eli^ility  of 
postsecooidary  institutions  for  student 
financial  assistanca  under  45  CFR  Part 
166),  the  Secretary  agrees  that  the 
regulations  should  t^e  into  account 
and.  in  response  to  a  coounent 
{  7e.l0(g)  (renumbered  78.lO(f)I  has  been 
revised  to  include  a  prior  outstanding 


debarment  from  financial  assistance  by 
a  Government  agency  (including  an 
agency  within  hfl-IS)  as  cause  for 
Instituting  a  Department-wide 
debarment  Conforming  changes  have 
also  been  made  to  |  78.12(b).  As  in  the 
case  of  prior  contract  debarment  the 
period  of  debarment  would  run 
concurrently  Mritb  the  period  of 
debarment  under  the  particular  program 
concerned.  The  Secretary  believes  that 
it  makes  little  sense  for  a  person 
debarred  from  Government  contract 
awards  or  financial  assistance  under 
one  program,  to  continue  to  be  eligible 
for  financial  assistanca  under  the  other 
numerous  discretionary  programs 
administered  by  HHS. 

(3)  Failure  to  list  these  regulationa  in 
HHS's  Semiannual  Agenda  of 
Regulations.  Two  comments  pointed  out 
that  the  debarment  regulations  were  not 
listed- in  HHS's  Semiannual  Agenda  of 
Regulations  published  In  the  Federal 
RegMerfor  (anuaiy  19. 1979  (44  FR  176), 
which  ia  now  required  by  Executive 
Order  12044.  The  Secretary  regrets  this 
omission  which  was  entirely  inadvertent 
and  due  to  inadequate  "tracking”  of  the 
regulabons  in  the  course  of 
development  However,  the  public  was 
not  banned  by  thia  omission  because  the 
notice  provided  full  60  days  opportunity 
to  comment  as  required  by  the 
Executive  Order  and.  although 
numerous  comments  were  received  after 
the  expiration  of  the  comment  period. 
all  comments  received  in  response  to 
the  notice  have  in  fact  been  considered. 

In  this  connectioa  also,  one  - 
commenter  requested  a  hearing  on  the 
issues  prior  to  publishing  regulations  in 
the  area.  The  Secretary  believes  that  the 
60  day  comment  period  has  provided 
opportunity  for  public  participation,  and 
that  such  a  hearing  would  only  serve  to 
further  delay  publication  of  regulations; 
the  request  is  therefore  denied. 

(4)  S  78.10(d)  and  (e)  "unsatisfactory 
performance" and  "serious"  violations 
of  statutes,  regulations,  terms  and 
conditions  as  causes  to  debar.  There 
were  several  objections  to  §  78.10(e) 
authorizing  debaraent  on  the  basis  of 
"unsatisfactory  performance"  on  a 
previous  award  as  being  ambiguous  and 
subjective.  In  response,  the  criterion  “as 
determined  under  the  terms  and 
condlbona  or  specifications  the  prior 
awards"  has  been  added  to  the 
provision,  and,  of  course,  a  respondent 
will  be  afforded  opportunity  at  a  bearing 
to  challenge  a  proposed  debarment  for 
unsatisfactory  peiformance. 

In  response  to  a  staff  comment  on 
paragraph  (e),  the  provision  has  also 
been  expanded  to  cover  awards  of 
contracts  and  subcontracts. 
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Objections  on  groands  of  ambiguity 
were  also  raised  with  regard  to  the  use 
of  the  word  ‘'serioos"  at  several  places 
in  §  7e.m  Altfaongh  clarifying  changes 
havsbeen  made,  the  term  has  been 
retained.  Becanse  of  the  numerona 
programs  covered  by  these  regnladons. 
the  term  wet  chosmt  to  leave  room  for 
administrative  discretion,  bat  reqoiree 
an  aSlnnative  finding  of  aerhmaness 
before  debarment  action  may  be 
Initiated 

The  use  of  the  term  "seriaus’'  Is 
intended  to  limit  debarment  to  causes 
involving  matters  of  importanca.  or 
which  have  important  or  dangerous 
possible  consequences.  The  following 
examples,  which  are  not  exhaustive,  are 
given  to  iUuatrate  this  meaning:  (1)  the 
misappropriation  of  grant  funds  for 
personal  benefit,  such  as  financing 
personal  trips  unrelated  to  the  purposs 
for  which  the  funds  were  awarded  (2) 
willful  failure  to  comply  with  record 
retention  and  access  reqnirements  of 
regulations  in  order  to  frustrate 
examination  or  audit  by  ths 
Government  indoding  destruction  of 
relevant  documents,  and  (3)  intentional 
falsification  of  research  reports  in  order 
to  meet  deadlines,  comply  with  the 
terms  of  awards,  or  secore  personal  or 
professional  advantage. 

It  is  believed  that  the  standard  thus 
affords  a  measure  of  protection  to 
persons  because  insubstantial  and 
minor  violations  would  not  be  basis  to 
debar,  and  even  material  violations 
must  be  determined  to  be  suffidently 
serious  in  nature  to  jtistify  debarment 
action. 

■  (5)  9  70.10(f)  Discriminatory  practices. 
Most  comments  objected  to  the  ground 
"discriminatory  practices.”  as 
mtroducing  a  new  mechanism  and 
procedures  for  enforcing  civil  rights 
laws,  which  already  have  their  own 
specific  regulations  and  procedures  for 
determining  discrimination  (see.  for 
example,  45  CFR  Parts  60  and  81  relating 
to  nondiscrimination  under  Title  VI  of 
the  Civil  Rights  Act  of  1964).  Others  felt 
that  this  ground  was  not  consistent  with 
the  primary  purpose  of  the  regulations, 
which  is  to  eliminata  fraud  a^  fiscal 
abuses. 

Although  it  would  be  possible  t(x 
modify  the  provisions  tidating  to 
unlaw^  discrtminatton  to  limit 
debarment  <m  thoao  groands  to  the 
terms  and  scope  of  e  previous  court  or 
administrative  order,  thi*  would  not 
constitute  a  general  debannmt  whldi  te 
the  Intentioa  of  the  regulations,  and 
might  lead  to  confusion.  Accordingly, 
proposed  §  7S.lO(f)  and  related 
provisiotts  of  the  regulations  have  been 
deleted,  and  dabani^t  for 
discriminatory  practices  under  the 


atatutes  listtd  below  or  under  Execntiva 
Order  11246  is  outside  the  scope  of  these 
regulations: 

(a)  Title  VI  of  the  Qvff  Rights  Act  of 
1664  (42  U.S.  Code  f  2000d  et  seq.)r 

(b)  Title  IX  of  the  Education 
Amendmeats  of  1972  (20  U.S.  Code 
$  1681  ct  seq.); 

(c)  Title  vn  and  VIII  of  the  Public 
Health  Service  Act  (42  U.S.  Code  292, 
296); 

(d)  Age  Oiscrimination  Act  of  197S  (42 
U.S.  Code  {  6101);  and 

(e)  Oiscrimination  on  the  basis  of 
hon^cap  (section  504  of  the 
Rehabilitation  Act  of  1973;  29  U.S.  Code 
S794). 

Debarment  from  eligibility  for 
financial  assistance  u^er  the  above 
listed  atatntes  and  Executive  Order 
11246  will  be  in  accordance  with  the 
terms  of  any  order  issued  pursuant  to 
those  statutes  or  Executive  Order  11246. 

(6)  i  7&l0(h)  [renumbered  {  TOlOfgJJ 
“Catch-aU“  lacka  criteria.  Many 
commenlers  objected  to  the  "catch.ain 
provision  as  being  ambignotu  and 
encouraging  abuse  of  discretion.  The 
Department  does  not  agree.  While  the 
provision  is  indeed  broad,  because  of 
the  variety  of  programs  covered  by 
these  regotations  and  the  myriad  ol 
sitnatlons  which  may  arise,  it  is 
essential  to  be  able  to  handle 
unpredictable  drcmnstances. 

(7)  Should  the  relations  include  a 
detailed  implementing  administrative 
structure,  including  points  of  contact^ 
This  is  viewed  as  an  internal 
adminiatrative  matter  which  is  not 
appropriate  to  include  is  the  regulations. 
All  normal  channels  for  receiving  and 
investigating  complaints  of  fraud  or 
abuse  in  grants  would  be  available,  for 
example,  the  relevant  program  office, 
the  Office  of  the  Inspector  General  and 
the  Office  of  the  General  Counsel  In 
addition.  HHS  reserves  the  right  to 
undertake  approjjriate  investigations  of 
financial  assistance  programs  upon  its 
own  initiative. 

(8)  Are  the  regulations  a  penalty  or 
punishment?  While  the  Secretary  agrees 
that  the  regulations  are  stringent  the 
Secretary  does  not  agree  that  they 
constitute  a  penalty  or  punishment 
because  they  are  intended  and  will  be 
used  (1)  solely  te  protect  the  interests  of 
the  United  Stales  and  (2)  they  apply 
<mly  to  “discretioiiary  programs’*  whidr 
are  specificaily  defined  to  exclude 
programs  under  which  aa  applicant  is 
entitled  to  assistance  as  a  matter  of  law. 
The  courts  have  recognized  the 
nonpunitive  nature  of  debarment  actions 
as  follows  in  Gonzalez  v.  Freeman.  334 
F.  2d  570  at  578.  577  (1964): 


The  quMtioo  prasaeled  is  whether 
Comnodity  Credit  is  powertess  to  tenainate 
btniness  t^tltaw  with  Irreepoiisibla. 
defaulting  or  dishoaesi  eoneactoic. 
Notwilltetamiing  iu  severe  iMopoct  upas  » 
amtractar.  dedarmeoi  is  not  intended  Us 
punish  but  It  is  a  necaaaary  "maana  to 
accomphshing  the  oiaigreaaioiiai  purpoaa”  of 
Conunodlty  Cradit  to  'aid  in  the  development 
of  foreign  markets  for  sgricultural 
coounodltiea.'*  (emphasis  added). 

(9)  }  7013  Imputing  conduct  of 
individuals  ta  their  institution.  It  was 
suggested  that  i  7&13(b)  (relating  to 
conduct  within  the  scope  of  one’s 
employment)  and  (c)  (relating  to 
debarrable  conduct  of  individuals) 
should  include  the  expresa  requirement 
that  the  individual  be  knowingly 
involved.  The  comment  la  accepted  with 
respect  to  paragraph  (c)  which  deals 
with  drcumstancas  undes  which  an 
individual  may  be  personalty  debarred 
for  participating  in  conduct  for  which 
the  institution  employing  that  individual 
may  be  debarred.  Paragraph  (b), 
however,  deala  solely  with  tlm  issue  of 
imputing  conduct  of  an  individual 
performed  within  the  scope  of 
employment,  to  his  or  her  employer,  and . 
the  key  factor  here  is  whether  the 
employe  knew  or  should  have  known  of 
the  conduct  in  question.  To  clarify  this 
the  word  “ixF  In  the  sixth  line  of 
paragraph  (b)  has  been  changed  to 
“and.”  so  as  to  read  ’**  *  *  where  such 
conduct  was  acoompliahed  within  the 
scope  of  authority  or  employment  and 
under  drcnmstanoes  in  which 
responsible  oEBciala  of  the  Institntian 
knw  or  should  have  known  of  the 
conduct” 

Pursuant  to  another  comment  the 
terminology  of  paragraph  (b)  has  been 
improved  to  read  "scope  of  au’dionty  or 
employment"  (in  lieu  of  “course  of  his  or 
her  official  duty”).  Parallel  changes  have 
also  been  made  to  9  7821  relating  to 
suspensions. 

Other  comments  questioned  the 
fundamental  fairness  of  charging  an 
institution  with  the  errant  conduct  of  its 
employees.'Holding  an  employer 
responsible  for  the  actions  of  its 
employees,  committed  within  the  scope 
of  employment  has  long  been  accept^ 
for  purposes  of  liability  under  the 
general  law  of  agency  and  this  appears 
all  the  more  applicable  where,  as  is  the 
case  with  finai^al  assistance,  the 
institntian  often  stands  to  benefit 
financiaily  from  the  dishonest  sets  of  its 
employees.  Indeed,  it  Is  the  institntfdn 
which  is  in  the  best  position  to  take 
corrective  measures  and.  in  response  to 
a  comment  in  this  regard,  paragraph  (b) 
has  been  amended  to  require  that 
remedial  action  by  responsible  officials 
of  the  institntion  be  taken  into  account 
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in  determining  whether  institutioiial 
debarment  is  warranted.  Also,  under 
§  76.12(c),  change  of  ownership  or 
management,  or  correction  of  the 
underlying  grounds  for  which  debarment 
was  imposed,  are  grounds  to  terminate  a 
debarment  Reference  to  (change  of) 
"responsible  personnel"  has  b^  added 
to  the  provision  to  make  it  expUdt  that 
this  too  would  constitute  a  basis  to 
terminate  debarment 

(10)  Applicability  to  State  and  local 
government  agencies.  Several  comments 
objected  to  applicability  of  the 
regulations  to  public  institutions,  te.. 
State  and  local  government  agencies, 
although  most  comments  felt  they 
should  be  treated  the  same  as  private 
organizations.  The  Secretary  recognizes 
the  serious  implications  of  rendenng  a 
State  agency  subject  to  debarment  for 
the  wrongful  conduct  of  its  employees. 
But  in  light  of  the  fact  that  the 
regulations  are  limited  to  discretionary 
awards,  which  are  awarded  solely  on 
the  basis  of  merit  or  program  need,  and 
do  not  afiect  nondiscretionary  awards, 
there  is  no  apparent  reason  v^y  such 
agencies  should  not  have  to  compete  on 
an  e<)ual  basis  with,  and  be  subject  to 
the  same  constraints  as,  the  private 
sector  for  the  limited  Federal  dollars  ^ 
available.  Alsa  as  previously  noted, 
where  theafiected  individuals  are 
removed  from  positions  of  authority,  this 
would  be  a  basis  for  terminating 
debarment  under  i  76.12((^. 

A  related  question  was  also  raised 
whether  violation  of  the  terms  and 
conditions  of  a  mandatory  formula  grant 
(i.e..  an  entitlement)  would  theoretically 
serve  as  a  basis  to  debar  from 
discretionary  awards  under  {  76.10(d). 
The  answer  is  yes,  in  li^t  of  the  broad 
definition  of  "financial  assistance" 
(which  includes  aU  grants),  but  this 
again  would  not  afiect  thp  debarred 
institution's  continued  eligibility  for 
awards  to  which  it  may  be  entitled  as  a 
matter  of  law. 

Also.  {  76.13  has  been  expanded  to 
make  it  cleat  that  when  an  institution  is 
the  subject  of  a  debarment  action,  the 
Secretary  would  normally  limit  the 
debarment  just  to  those  components  of 
the  institution  which  were  involved  in  or 
actually  responsible  for  the  conduct 
leading  to  debarment 

(11)  i  76.77  and  {  76-24  Publication  in 
Federal  Register  of  the  results  of 
debarment  and  suspension  actions. 
Several  commenters  objected  to 
publication  in  the  Fede^  Registerof  the 
results  of  debarment  and  suspension 
actions,  especially  publication  of  the 
names  of  persons  debarred  and 
suspended.  Several  felt  that  this 
rendered  debarment  and  suspension 
actions  punitive  in  nature  contrary  to 


{  76.1(a):  on  the  other  hand,  others 
expressed  the  view  that  additional 
information  should  be  so  published, 
including  details  concerning  hearings, 
periodic  lists  of  names  of  formerly  ,, 
debarred  persons,  and  the  amount  of 
any  monies  involved.  Several  comments 
questioned  the  need  for  any  public. . 
notice  concerning  debaimentasd  - 
suspension  actions. 

The  purpose  of  publishing  this 
information  in  the  Federal  Register  is  (1) 
to  inform  the  public  of  a  significant 
action  taken  to  protect  the  public 
interest  and  (2)  to  provide  constructive 
notice  to  grantees  and  others 
responsible  for  administering  HHS  funds 
so  that  they  can  implement  the 
restrictions  set  forth  in  {{  76.16(c)  and 
76.23(c)  barring  participation  by 
debarred  and  suspended  individuals 
under  financial  assistance  programs. 

One  comment  supporting  Federal 
Register  pubbcation  noted:  "*  *  * 
secrecy  in  government  is  a  tool  wlucb  is 
aU  too  often  abused.  In  all  likelihood, 
most  cases  of  debarment  are  the  final 
result  of  at  least  one  public  hearing." 

The  Secretary  agrees  that  the  public  has 
a  right  to  know,  through  publication  in 
the  Federal  Register,  the  results  of 
proper  governmental  actions  taken  to 
protect  the  pubhc  interest.  Additionally. 

§  7&17(c)  and  $  17.24(c)  provide  for  the 
maintenance  of  a  current  consolidated 
list  of  debarred  institutioru  and  ..  - 
individuals  for  purposes  of 
administering  aifiected  discretionary . 
programs.  _ 

(12)  S  7B.22lf}  Suspensions — hearings. 
Severaixommenters  felt  that  the 
regulations  failed  to  provide  due  process- 
hearings  in  cases  of  suspmisions. 

Indeed,  one  comment  stated  that  there 
could  be  a  suspension  for  up  to  16 
months  in  cases  of  criminal  indictment 
without  opportunity  for  a  hearing.  Post- 
suspension  hearings  are  guaranteed  for 
a// suspensions  upon  request  of  the 
suspettded  party  under  {  76.22(f)  and 
such  hearings  are  required  to  be 
conducted,  to  the  extent  practical,  in 
accordance  with  the  debarment 
procedures  set  forth  in  {{  76.14  and 
76.15.  Furthermore,  although  the  courts 
have  expressly  upheld  summary 
suspensions  for  cause  for  up  to  one 
month  without  any  opportunity  for  a 
hearing  (see  Home  Brothers.  Inc.  v. 

Laird.  463  F2d  1288  (1972)).  the 
regulations  exceed  this  standard  by 
affording  a  prompt  hearing  to  suspended 
persons  However,  as  proposed, 

§  76.21|a)  may  give  the  impression  that 
the  period  and  scope  of  suspensions  are 
determined  without  reference  to  the 
results  of  any  hearing  held  pursuant  to 


{  76,22(0.  Ibis  has  been  corrected  in 
the  final  te^aboiu. 

(13)  Applicability  to  persons  involved 
in  criminal  activity  not  involving 
Federal  funds:  application  to  affiliates. 
ft  was  felt  by 'several  commenters  that 
the  regulations  should  not  apply,  as  they  ' 
do,  to  persons  convicted  of  crii^al 
activity  not  involving  Federal  funds  (for 
example,  conviction  of  fraud  in 
connection  with  attempting  to  obtain  a 
private  contract  in  {  76.10(8)). 

The  Secretary  believes  that  any 
fraudulent  ciinimal  activity  in 
connection  with  contracts  clearly 
demonstrates  a  lack  of  business 
Integnt}'  and  therefore  may  warrant 
debarment  from  stewardship  over  public 
funds  which,  in  the  final  analysis,  is  a 
public  trust  Of  course,  it  should  be 
noted  that  under  the  regulations 
debarment  and  suspension  only 
preclude  future  awards  du-ing  the 
specific  period  of  debarment  or 
suspension,  after  which  the  person 
would  again  be  eligible  to  apply  for  and 
receive  financial  assistance.  In  response 
to  a  comment  this  point  has  bean 
clarified  in  {  761(c). 

The  suggestion  that  the  regulations  aet 
forth  required  minimum  periods  of 
debarment  for  particular  oBenses  is  not 
accepted,  because  the  Secretary 
believes  the  regulations  should  be  as 
flexible  as  possible  in  this  regard. 

Another  comment  questioned  the 
fairness  of  including  affiliates  at  all:  but 
it  should  be  noted  that  as  defined, 
affiliates  are  institutions  which  control 
or  are  controlled  by  another  institution 
or  individual  and  they  are  guaranteed 
the  same  notice  and  opportunity  for 
heanng  under  {  7613(a).  SimUarly,  the 
decision  to  Initiate  debatment.'wltich  is 
a  drastic  remedy,  is  left  to  sound 
discretion  of  the  Secretary  in  {  76.16 
and  the  suggestion  that  the  Seoetary 
“must"  debar  all  individuals  and 
institutioru  for  the  enumerated  causes  in 
§  76.10  is  rejected  as  impractical  and 
unnecessarily  harsh.  For  the  same 
reason,  other  suggestions  which  would 
severely  limit  the  discretion  of  the 
Secretary  to  decline  action,  or  unduly 
restrict  the  Secretary's  choices  wtithin 
the  regulatory  framework  have  been 
rejected. 

(14)  Hearing  procedures.  Numerous 
suggestions  have  been  made  to  modify 
the  hearmg  procedures,  chiefly  to  the 
benefit  of  the  respondent  institution  or 
individual.  For  example:  that  HHS 
should  bear  the  full  costs  of  hearings  to 
respondents  (including  costs  of  travel 
expenses  and  legal  counsel,  and 
provision  of  transcripts  without  charge), 
that  respondent  should  choose  the  place 
of  hearing  or  that  it  should  always  be  at 
tbe  site  of  the  affected  institution,  that 
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there  be  mere  than  one  hearing 
exnminer.  that  there  be  more  speolfie 
ttme  Intervals  stated  (bat  there  be  an 
appeal  as  a  matter  of  ti^t  to  the 
Sectary  and  beyood  the  Secretary. 
Although  I  7B.lSCb)  has  been  modified 
to  assure  respondents  a  right  of  appeal 
to  the  Secret^,  moet  of  these  otW 
stiggestlons  are  rejected  as  not 
necessary  to  assure  due  process.  In 
addibon.  as  the  result  of  staff  comment, 
the  Secretary  has  revised  the  final  rule 
to  provide  that  hearings  shall  be 
conducted  by  a  bearing  o^icer  (who 
shall  be  an  officer  or  employee  of  HHS 
not  previously  involved  in  the  matter), 
and  the  notice  provisions  have  been 
modified  to  authorize  nobce  by  personal 
service,  as  well  as  by  registered  or 
certified  mad 

(15)  Clarifying,  technical  and  editorial 
changes.  In  response  to  a  staff  comment 
the  definition  of  “financial  assistance" 
in  S  76.2  has  been  clarified  to  explicitly 
cover  assistance  in  the  form  of  property 
and  services,  as  well  as  awards  of 
funds. 

We  have  also  added  clarifying 
language  to  S  76.11|d)  to  remove  an 
apparent  inconsistency  with  |  76.15(c). 
While  debarment  may  be  based  solely 
on  proof  of  debarment  from  contrach^ 
by  another  government  agency  (which  it 
B  matter  of  public  record),  {  76.11(d) 
would  permit  HHS  to  develop  any 
addibenal  facts  It  deems  appropriate  at 
the  HHS  debarment  hearing.  The  fact  of 
prior  debarment  (as  well  as  any  other 
facts  proferred  by  HHS)  will  be  fully 
subject  to  rebutt^  by  the  affected 
parties  at  the  HHS  hearing.  The  affected 
parties  could  also  introduce  evidence 
and  offer  argument  on  whether  the 
reasons  for  the  prior  debarment  by 
another  agency  warrant  debarment 
under  this  regulation.  Section  76.23(a), 
setting  forth  general  restrictions  during 
suspensions,  has  been  revised  In 
response  to  a  staff  comment  to  conform 
more  closely  to  the  parallel  provision 
f  76.16(8)  governing  general  restrictions 
during  debarments. 

In  addition,  several  other  clarifying, 
technical  and  editorial  suggestions  were 
offered.  These  have  been  accepted 
where  possible  and  are  reflected  in  the 
final  rule. 

Title  45  Code  of  Federal  Regulations  is 
therefore  amended  by  adding  a  new  Part 
76.  as  set  forth  below; 

Dated;  August  21. 1980. 

Patrids  Roberta  Harris. 

Secretary. 


PART  Tfr-OEBARMEMT  AND 
SUSPENSION  FROM  EUGIBIUTY  •)» 
FINANCIAL  ASSISTANCE 

t«hpfirtA  Oanan*  ' 

(se.  ___ 

78.1  Tba  aoopa  and  putpoae  of  iseae 
regale  ticna. 

7B.2  Definitkma.  ’ 

Subpart  B—Oatermerrt 

76.10  Causes  for  debarment 

7611  Conditiona  for  debannent 

7612  Period  of  debarment 

7613  Scope  of  debarment 
78.14  ProMdutei — Hearings. 

76U  Procedurea — Determinatioa  of  hearing 
officers:  review  by  Secretary. 

7616  Restrictiona  on  debarred  institutions 
and  individuals. 

76.17  Publication  of  notice  in  Federal 

Regialer  of  reaulls  of  debarment  actions. 

Subpart  C— Susponsion 

7620  Causes  for  suspension. 

7621  Period  and  scope  of  suspension. 

7622  Notice  of  suspension. 

7623  Restrictions  during  period  of 
suspensHm 

7624  Publication  of  notice  in  Fadenl 
Register  of  results -of  suspension  actions. 

Antbority;  S  U£.C  301. 

Subpart  A — Qentrai, 

$761  Tlte  scope  md  purpose  of  tti«M 
-repidaUons. 

(a)  DebarminL  Subpart  B prescribes 
policies  and  procedures  relating  to 
debarment  for  cause  of  pubUc  and 
private  institutions  or  individuals  (and 
their  affiliates)  from  eligibility  under 
discretionary  programs  of  financial 
assistance  which  are  awarded  or 
administered  by  HHS.  Debarment  is 
invoked  to  exclude  institutions  and 
individuals  from  participation  in  HHS 
discretionary  programs  of  financial 
assistance  to  protect  the  interests  of  the 
Government,  and  is  not  intended  to  be  a 
penalty  or  punishment  This  measure 
shall  be  instituted  only  for  as  long  as 
necessary  to  protect  the  interests  of  the 
Government  and  financial  assistance  is 
precluded  only  during  the  period  of 
debarment 

fb)  Suspension.  Subpart  C  sets  forth 
the  procedures  for  temporary 
suspension  of  institutions  or  individuals 
(and  their  affiliates)  from  eligibility 
under  HHS  discretionary  programs  of 
financial  assistance.  Because  it  is  a 
drastic  step  taken  upon  what  may  be 
incomplete  information,  it  shall  be  used 
cautiously  and  only  when  the  Secretary 
believes  that  grounds  for  debarment 
exist  (or  there  is  an  outstanding 
indictment  for  a  criminal  offense  which 


is  grounds  for  debarmant)  and  tbera  are 
oorapelling  reasons  why  iminediate 
action  Butt  ba  taken  befem  debarmMt 
proceadings  can  be  coispletad.  In 
assessing  whether  adequate  eTidaBee 
esdsts  for  invoking  snspenalOB. 
oonaideretion  shall  be  glvm  to  the 
evidence  available,  to  ffie  existence  or 
absence  of  corroboration  as  to 
allegations,  as  well  as  to  the  inferences 
which  may  properly  be  drawn  from  tba 
existence  or  absence  of  facts  and  the 
irreparable  nature  of  the  harm  caused 
by  continuing  the  institution's  or 
individual's  eligibility  pending 
debarment  proceedlrigs.  This 
assessment  shall  include  an 
examination  of  basic  documents,  such 
as  contracts,  grants,  inspection  reports, 
and  correspondence.  A  suspension  may 
be  terminated  or  modified  whenever  it  is 
determined  to  be  in  the  interest  of  the 
Government  to  do  so. 

(c)  Relationship  to  other  program 
responsibilities.  The  regulations  of  this 
part  deal  solely  with  the  debarment  end 
auspension  of  individuals  and 
organizations  for  future  awards  and  do 
not  limit  the  discretion  of  agency 
officials  to  take  into  account  the  fiscal 
and  administrative  capabilities  of 
applicants  in  connection  with  particular 
applications  for  financial  assistance. 
Termination  and  suspension  for  cause  of 
ongoing  grants  are  separate  matters 
which  are  governed  by  HHS's  grant 
administration  regulations.  45  CFR  Part 
74.  Subpart  M.  However,  debannent  and 
suspension  under  this  part  precludes  all 
future  awards  during  the  period  of 
debannent  or  suspension,  including 
competitive  and  noncompetitive 
renewal  supplemental,  and  continuation 
awards,  of  financial  assistance  for  a 
previously  supported  activity. 

$  762  DefMttons. 

As  used  in  'this  part: 

“Affiliate"  means  an  institution  which 
controls,  or  is  controUed  by.  or  is  under 
common  control  with,  another 
institution  or  individual.  For  example,  a 
university  foundation  and  the  “parent'' 
university  are  affiliates  if  one  has  the 
power  to  control  the  other  with  respect 
to  the  conduct  for  which  debarment  or 
suspension  is  sought. 

“Discretionary  program"  means  a 
program  of  financial  assistance  which  is 
swarded  on  the  basis  of  merit  or 
program  need  and  to  which  an  applicant 
is  not  entitled  as  a  matter  of  law. 

“Debannent"  and  “debarred''  mean 
the  exclusion  from  eligibility  for 
financial  assistance  swarded  or 
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administered  by  HHS  under 
discretionary  programs  for  a  reasonable, 
specified  period  of  time,  commensurate 
with  the  seriousness  of  the  cause 
resulting  in  the  debarment 

"Financial  asaiitacce’"  means  grants 
and  awards  of  funds,  services,  or 
property  (including  fellowships, 
traineeships  and  National  Rei^arch 
Servics  Awards ).  cooperative 
agreements,  loans,  loan  guarantees,  and 
interest  subsidies,  including  compedtiv* 
and  noncompetitive  renew^ 
supplemental,  and  continuatioD  awards 
for  any  of  the  foregoing. 

"HHS"  means  the  Department  of 
Health  and  Homan  Services  and  its 
operating  agenoea  and  component 
organizations. 

"Individuei'’  tswans  a  natural  person. 
"Institutioo'*  means  any  public  or 
private  corpora tioo.  agency, 
organization,  or  institutioa.  which  would 
otherwise  be  eligible  to  receive  finandai 
assistance  uniter  HHS  discretionary 
programs. 

"Respondent"  means  an  issdtntion. 
individual  or  affiliate  who  is  the  subject 
of  a  debarment  action  under  §§  78.14 
and  78.15. 

"Secretary”  means  the  Secretary  of 
Health  and  Human  Services  and  any 
officer  or  employee  of  HHS  to  whom  the 
authority  involv^  has  been  delegated. 

'"Suspension",  unless  the  conteort 
otherwise  raguifes,  means  an  immediate 
exclusion  from  eligibility  for  finandai 
assistance  under  discredonary  programs 
without  prior  hearing  pending 
compledon  of  debarment  or  other  ^ 
proceedings,  as  applicable. 

Sudpart  B — Determent 
§78.10  Cause*  (or  deOannent 
Subject  to  the  conditions  set  forth  in 
§  76.11  and  the  procedural  requirements 
set  forth  in  S5  78.14  and  78.15.  the 
Secretary  may  debar  an  insdtudon  or 
individuaL  and  any  affiliate  thereof,  in 
the  public  Interest  for  any  of  the 
following  causes; 

fa]  Convicdoo  for  any  chminal 
offense  committed  as  an  inddent  to 
obtaining  or  attempting  to  obtain  a 
public  or  private  contract  or  any  form  of 
finandai  assistance  (or  subcontract  or 
subgrant  thereunder!,  or  as  an  incident 
to  performance  of  any  contract,  or  any 
form  of  finandai  aaaistance  (or  any 
subcontract  or  sobgrant  thereunder); 

(b)  Convicdoo  under  the  Organized 
Crime  Control  Act  of  197a  or  convicdoo 
for  emberdeinent,  theft,  forgery,  briboy. 
falsificadoo  or  deetruction  of  recorda, 
receiving  stolen  property,  or  smy  other 
offense  indicadi:^  a  lack  of  business 
integrity  or  business  honesty  which 
seriously  and  directly  affects  the 


quesdon  of  present  respoosibility  to 
account  for  or  administer  Federal  funds:  . 

(c)  Conviction  under  the  Federal 
Andtrust  Statutes  arising  out  of  the 
submission  of  bids.  appUcadona  or 
proposals: 

(d)  Serious  violadon  of  the  applicable 
statute,  reguladons.  or  other  terms  and 
condiUons  of  a  previous  award  of 
finandai  assistance; 

(e)  A  record  of  setioua  unaadstectory 
performance  (or  failure  to  perform) 
under  one  or  more  piior  awards  of 
finandai  assistance,  oontracts  or 
subcontracts,  as  determined  under  the 
terms  and  condidons  or  spedficadons  of 
the  prior  awards,  except  that 
unsadsfactory  performance  (or  failure  to 
perform)  caused  by  acts  beyond  the 
control  of  the  inadtudoa  or  individual 
shall  not  be  considered  a  basis  for 
debarment; 

(f)  Debarment  from  Goveroment 
contracting,  subcontracting,  or  finandai 
assistance,  by  a  Government  agency 
(induding  an  agency  within  HHS); 

(g)  Any  other  cause  significantly 
afiecdng  responsibility  as  a  redpient  or 
partidpant  under  a  Federal  program  of 
suffldently  serious  nature  as  determined 
by  the  Semtary  to  warrant  debarment 
{78.11  CandWofM  for  debsnneot 

(a)  General.  Unless  otherwise 
requiied  by  law.  the  existence  of  any  of 
the  causes  set  forth  in  }  Taio  does  not 
efiectuate  a  debarment  oe  secessarily 
require  that  an  insdtudon  or  individual 
be  debarred.  In  each  instance,  a 

'dedsion  to  debar  shall  be  made  within 
the  discredon  of  the  Secretary  and  shall 
be  rendered  solely  in  the  best  interest  of 
the  Government  In  addidoa  mitigadng 
Factors,  such  as  the  degree  of 
seriousness  of  the  ofiense.  violadon. 
failure,  or  inadequacy  of  performance, 
will  be  considered  in  deciding  whether 
debarment  is  warranted. 

(b)  The  existence  of  a  cause  set  forth 
in  §  76.10(a).  (b|.  and  (c)  (relating  to 
convicdon  of  criminal  offenses)  shall  be 
established  by  proof  of  judgment  of  ■ 
criminal  convicdon  by  a  court  of 
competent  jurisdlcdon.  In  the  event  that 
an  appeal  taken  from  such  conviction 
results  in  a  reversal,  debarment  shall  be 
removed  on  the  Secretary's  own  modon 
or  upon  tha  written  request  of  the 
insdtudon  or  individud  concerned 
(unless  other  cause  for  debarment 
exists). 

(c)  "Ihe  existence  of  causes  set  forth  in 
i  7ai0(d),  (e).  and  (g)  (relating  to 
violadon  of  grant  terms  and  condidons. 
performance,  and  other  causes)  shall  be 
established  by  evidence  which  the 
Secretary  determines  to  be  dear  and 
convincing  in  nature. 

(d)  Debarment  on  the  cause  set  forth' 
in  {  78.10(f)  (relating  to  debarment  from 


Government  contracting,  subcontracting, 
or  financial  assistance)  may  be  based 
entirely  on  the  HptprminaHnn  of 
debarment  by  the  inifiaJ  debaning 
agency,  or  upon  a  combinadon  of  thi« 
determinadon  and  addiUonal  fads. 
{78.12  Period  of  debannent, 

(a)  General.  Debarment  for  causes 
other  than  debarment  from  contracting, 
subcontracting  or  financial  assistance 
under  }  7ai0(f)  shall  be  for  a 
reasonable,  definite  period  of  time 
commensurate  with  the  seriousness  of 
the  ofiense,  violadon.  or  failnre  or 
Inadequacy  of  performance,  as 
necessary  to  protect  the  interests  of  the 
Government 

(b )  Contract  and  other  prior 
debarments.  Where  debarment  is  based 
upon  prior  debarment  from  contracts, 
subcontracts  or  finandai  assiatance.  tha 
period  of  debannent  shall  run 
concurrently  with  the  period  of  the  prior 
debarment 

(c)  Termination  or  reduction  of  period. 
Except  where  prohibited  by  statute, 
debarment  may  be  terminated,  or  tha 
period  thereof  may  be  reduced,  by  the 
Secretary,  on  tha  Secretary’s  own 
LOidadve  or  upon  the  submission  of  an 
applicadou,  supported  by  documentary 
evidence,  setting  forth  appropriate 
grounds  for  the  granting  of  reliel  such 
as  newly  discovered  material  evidence, 
reversal  of  convicdon,  bona  fide  change 
of  ownership,  management  or 
responsible  personnel,  or  the  eiiminadon 
or  correction  of  the  underiying  grounds 
for  which  the  debarment  was  imposed 
or  other  mitigating  drcumstance*.  Tha 
Secretary  may  require,  a*  a  candidon  to 
termination  of  the  determent  pertod. 
restitution  to  HHS  by  the  debarred  party 
for  losses  sustained  by  HHS. 

(d)  Reinstitution  of  debarment  Except 
where  debarment  is  based  upon 
conviction  of  a  criminal  offense,  at  the 
end  of  the  termination  period  the 
Secretary  may  reinsdtute  debarment, 
through  the  debarment  procedures  set 
forth  in  this  subpart  if  the  causes  have 
not  been  corrected  or  adequate 
assurance  given  that  tha  practices  will 
not  be  repeated. 

{78.13  Scop*  o(  debomwnt 

(a)  Institutions.  When  an  institution  is 
the  subject  of  a  debannent  action,  the 
Secretary  may  limit  the  debarment  just 
to  those  components  of  the  insdtudon 
which  were  involved  in  the  conduct 
leading  to  debarment 

(b)  Affiliates.  A  dettonnent  may 
include  affiliates  of  an  institution  or 
individual  which  have  liad  notice  and 
opportunity  for  a  hearing  in  accordance 
with  {{  76.14  and  7815.  Each  decision  to 
include  a  known  affiliate  within  the 
scope  of  a  proposed  debarment  is  to  be 
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made  on  a  case-by-case  basis,  after 
giving  due  regard  to  ail  the  relevant 
facts  and  circumstances. 

(c)  Imputing  conduct  to  institution. 
Qtnduct  of  an  individual  may  be 
imputed  to  the  institution,  or  responsible 
component  of  the  Institution,  with  which 
he  or  she  is  associated  by  employment 
or  otherwise,  where  such  conduct  was 
accomplished  within  the  scope  of 
authority  or  employment  and  under 
circumstances  in  which  responsible 
officials  of  the  institution  Icnew  or 
should  have  known  of  the  conduct 
However,  remedial  action  taken  by 
responsible  officials  of  the  institutioo 
shall  be  taken  into  account  in 
determining  whether  debarment  of  the 
institution  is  warranted.  The  institution 
shall  be  entitled  to  notice  and 
opportunity  for  a  hearing  in  accordance 
with  5§  70.14  and  70.15. 

(d)  Individuals  involved  in  debaiable 
activities.  Where  an  institution  is 
involved  in  conduct  justifying 
debarment  under  this  part  any 
individual  who  was  knowingly  involved 
in  the  commission  of  the  conduct  in 
question  may  also  be  debarred.  The 
individual  shall  be  entitled  to  notice  and 
opportunity  for  bearing  in  accordance 
with  §S  76.14  aad7ai5.. 

§  70.14  Procedures — Hearinfa. 

(a)  Initiation  of  action.  When  the 
Secretary  seeks  to  debar  an  institution 
or  individnaL  or  any  affiliate  thereof 
(called  “respondent"  for  purposes  of 

§  J  70.14  and  76.15).  resptmdents  shall  be 
served  with  written  notice  from  the 
Secretary  by  personal  service  or 
registered  or  certified  mail,  retian 
receipt  requested.  The  notice  sbalk 

(1)  Slate  that  debarment  is  being 
considered; 

(2)  Set  forth  the  reasons  for  the 
proposed  debarment  and  the  proposed 
length  of  time:  and 

(3)  Indicate  that  the  respondent  will 
be  accorded  an  opportunity  for  a 
hearing  if  the  respondent  so  requests 
and  the  request  is  received  within  30 
days  after  the  date  of  mailing  or  service 
of  the  notice  to  the  respondent's  last 
know  address. 

(b)  Hearing. — (1)  Request  for  hearing. 
Any  respondent  that  has  been  notified 
of  a  proposed  action  is  entitled  to 
request  an  opportunity  to  be  heard  and 
to  be  represented  by  counsel.  A  hearing 
request  shall  be  made  in  writing 
addressed  to  the  Secretary  or  other 
official  proposing  the  action.  If  at  the 
end  of  the  30  day  period  referred  to  in 
paragraph  (a)(3)  of  this  section,  no 
request  has  been  received,  it  may  be 
assumed  that  an  opportunity  to  be  heard 
is  not  desired,  and  the  Secretary  shall 


proceed  to  make  a  final  determination 
and  so  notify  the  respondent 

(2)  Notice  of  hearing.  Upon  receipt  of 
a  request  for  an  opportunity  to  be  heard, 
the  Secretary  shall  appoint  a  hearing 
officer  and  the  hearing  officer  shall 
arrange  a  prompt  and  timely  hearing. 
Notice  of  the  time  and  place  of  such 
hearing  shall  be  in  .writing,  transmitted 
by  personal  service  or  registered  or 
certified  mail,  return  receipt  requested, 
and  shall  Include  a  statement  indicating 
the  nature  of  the  proceedings  and  their 
purpose.  The  hearing  officer  shall 
determine  the  place  for  the  hearing.  In 
determining  the  hearing  place,  the 
hearing  officer  shall  consider  the 
convenience  of  the  parties  and  the 
public  interest 

(c)  Hearing  procedures.  (1)  Hearings 
shall  be  conducted  by  the  bearing 
officer,  who  shall  be  an  officer  or 
employee  of  HHS  not  previously 
involved  in  the  matter. 

(2)  HHS  shall  be  represented  by  the 
General  Counsel  or  designee. 

(3)  A  transcribed  record  shall  be  made 
of  the  proceedings  and  a  copy  shall  be 
made  available  to  the  respondent  upon 
request  upon  payment  of  any 
appropriate  fee  prescribed  under  the 
HHS  Freedom  of  Information  Act 
regulations  (45  CFR  Part  5). 

(4)  Formal  rules  of  evidence  and 
procedures  applicable  to  proceedings  In 
a  court  of  law  will  not  be  applied. 

(d)  Scope  of  hearing;  suffkdeocy  of 

evidence.  The  scope  of  the  hearing  and 
sufficiency  of  evidence  shall  be 
governed  by  the  applicable  proviatone  of 
5  76,11.  O 

9  70.10  Proeedufse  Determination  of 
hearinq  officers;  review  by  Secretary. 

(a)  After  completion  of  the  hearing, 
the  hearing  officer  shall  make  a  written 
determmation  on  the  evidence 
presented,  including  where  appropriate 
the  extent  to  which  the  determination 
applies  to  affiliates  named  in  the  action. 
The  heanng  officer's  determination  shall 
be  transmitted  to  the  Secretary,  and  to 
all  respondents  by  personal  service  or 
registered  or  certified  mail,  return 
receipt  requested. 

(b)  The  hearing  officer's  determination 
shall  be  final  unless  within  60  days  the 
respondent  requests  the  Secretary,  or 
the  Secretary  decides  on  the  Secretary's 
own  motion  or  at  the  request  of  the 
General  CounseL  to  review  the  findings 
of  the  hearing  officer. 

(c)  Where  a  review  ir  granted,  the 
determination  by  the  Secretary  shall  be 
final  and  shall  be  based  solely  on  the 
record  of  the  hearmg.  It  shall  fully  recite 
the  evidentiary  grounds  upon  which  the 
Secretary’s  determination  is  made. 


(d)  Each  determination  shall  become 
part  of  the  record. 

(e)  Notice  of  the  Secretary's  decision 
to  review  the  bearing  determination  and 
subsequent  determination  by  the 
Secretary,  shall  be  given  in  writing  to  all 
respondents  by  personal  service  or 
registered  or  certified  mail  return 
receipt  requested. 

9  70.10  ReaMeticna  on  debarred 
Instltutione  and  Indivtduala. 

(a)  General  restrictions.  Institutions 
and  individuals  (and  their  afiiliates) 
debarred  under  this  subpart  shall  be 
ineligible  during  the  penod  of 
debarment  to  receive  any  form  of 
financial  assistance  under  any 
discretionary  program  awarded  or 
administered  by  HHS;  applications  or 
requests  for  financial  assistance 
received  under  any  discretionary 
program  shall  not  be  considered  and 
shad  be  returned  with  a  statement  of  the 
reasons.  However,  when  it  is 
determined  essential  in  the  public 
Interest  by  the  Secretary,  an  exception 
may  be  made  to  permit  an  institution  or 
individual  to  apply  for  and  receive 
support  under  a  particular  program  on 
the  same  basis  as  other  eli^ble 
applicants  under  the  program 
concerned.  In  addition,  where  grounds 
exist  the  Secretary  may  also  proceed  to 
tarmlnata  or  suspend  for  cause  ongoing 
funded  grants  awarded  to  a  debarred 
grantee,  as  authorized  by  45  CFR  Part 
74.  Subpart  M. 

(b)  Siibcontrocttiig  imd  sabgramting. 
Debarred  institutioos  and  ioctiTidaals 
shall  be  ineligibie  to  receive  contracte. 
subcontracts  and  subgrants  onder  any 
form  of  financial  assistance  awarded  or 
admmistered  by  HHS,  and  the 
responsible  HHS  official  and  recipients 
of  financial  assistance,  as  applicable, 
shall  decline  to  approve  contracting, 
subcontracting,  or  subgranting  with  that 
institution  or  individual,  unless  it  is 
determined  by  the  Secretary  to  be 
essential  in  the  best  interests  of  the 
Government  to  grant  such  approval. 

(c)  Individuals.  Debarred  individuals 
shall  be  ineligible  to  serve  or  participate 
under  any  form  of  financial  assistance 
awarded  or  administered  by  HHS  under 
discretionary  programs  including  service 
or  participation  in  the  conduct  or 
performance  of  those  awards  or  in  the  ■ 
administration  of  Federal  funds. 
Recipients  of  financial  assistance  shall 
be  responsible  for  compliance  with  this 
provision,  which  constitutes  a  condition 
of  all  awards  of  financial  assistance. 
Applications  for  financial  assistance 
proposing  debarred  individuals  to  serve 
as  principal  investigators,  project 
directors,  or  those  responsible  for  the 
administration  of  Federal  funds,  or  in 
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any  other  capacity,  shall  not  be 
considered  and  shaii  be  returned  to  the 
applicant  with  4  statement  of  the  reason 
therefor. 

§76.17  PuMcatlon  o<  notica  m  Fsdaral 
Re^slor  of  feaiSte  of  detsarment  acttana. 

(a)  Contents.  When  an  institution. 
individuaL  or  affiliate  is  debarred  under 
this  subpart.  HHS  shall  publish  a  notice 
in  the  Federal  Registef  containing  as  a 
minimum  the  following  information; 

(Ij  The  names  of  the  debarred 
institutions,  individuals,  and  affiliates, 
and  their  addresses: 

(2)  The  authority  under  which  the 
action  was  taken  and  a  brief  statement 
of  the  reasons  for  the  action: 

(3j  The  extent  of  restrictions  imposed, 
including  effective  dates;  and 

(4)  The  termination  date. 

(b)  A  notice  shall  also  be  published  in 
the  Federal  Register  when  a  debarment 
IS  ended  prior  to  its  specffied 
lerminabon  date. 

(c)  The  Secretary  shall  also  establish 
and  maintain  a  current  consolidated  list 
of  debarred  institutionsmid  individuals 
for  purposes  of  administering  affected 
discretionary  programs. 

Subpart  C— Suapensloft 
§73.^  Causes  tor  suspensioru 

(1)  Whenever  the  Secretary  believes 
that  grounds  for  debarment  exist  (or' 
there  is  an  outstanding  indictment  for  a 
cnminal  offense  which  is  grounds  for 
debarment  under  i  79.10).  and.  in  order 
to  protect  the  interests  of  the  United 
States,  immediate  action  is  necessary, 
the  Secretary  may  8uspea?an 
institution,  individual,  and  any  affiliate 
thereof,  in  accordance  with  the 
applicable  procedures  of  this  part.  This 
dcaon  shad  be  taken  by  the  Secretary 
only  where  there  are  compelling  reasons 
why  the  interests  of  the  Umted  States 
would  be  jeopardized  by  wailing  for 
completion  of  debarment  proceedings 
under  Subpart  B. 

§  76.21  Period  «id  scope  of  suspension. 

(a)  A  suspension  shall  be  for  a 
temporary  period  pending  the 
completicn  of  an  inveshgation  or 
hearing,  and  any  administrative  or  legal 
proceedings  as  may  result  Unless 
earlier  terminated  as  the  result  of  a 
hearing  held  pursuant  to  }  7B.22(f),  the 
period  and  scope  of  suspension  shall  be 
as  follows: 

(1)  Except  where  suspension  is  based 
on  crimmal  indictment  debarment 
proceedings  shall  be  initiated  within  s 
months  after  notice  of  suspension,  in 
accordance  with  Subpart  B,  or  the 
suspension  shall  be  terminated 
automatically.  When  the  debarment 
proceedings  are  initiated  within  the  9- 


month  period,  the  suspension  shall 
continue  in  effect  pending  the 
completion  of  debarment  proceedings  or 
for  a  period  not  to  exceed  12  months 
after  the  date  of  the  notice  of  proposed 
debarment  whichever  first  occurs. 

(2|  When  suspension  is  based  upon 
criminal  indictment  it  may  continue 
until  completion  of  the  criininai 
proceedings,  or  for  IB  months, 
whichever  first  occurs. 

(b|  Suspension  may  indude  all  known 
affiliates  of  an  institution  or  individual 
who  have  received  notice  and 
opportunity  for  hearing  as  set  forth  in 
5  76.22. 

(c|  A  decision  to  indude  affiliates  in  a 
proposed  supsensioo  is  a  separate 
determination  which  shall  be  made  on  a 
case- by-case  basia. 

(d)  The  conduct  of  an  individual  may 
be  imputed  to  the  institution,  or 
responsible  component  of  the  institution, 
with  which  he  or  she  is  assodated  by 
employment  or  otherwise  when  the 
conduct  involved  was  performed  within 
the  scope  of  authority  or  employment 
and  under  dicumstances  in  which 
responsible  offidals  of  the  institution 
knew  or  should  have  known  of  the 
conduct  However,  remedial  action 
taken  by  responsible  officials  of  the 
institution  shall  be  taken  into  account  in 
determining  whether  suspension  of  the 
institution  is  warranted.  The  institutioa 
shall  be  entitled  to  notice  and 
opportunity  for  a  hearing  in  accordance 
with  5  79.22. 

(e)  Individuals  inrolred  ut  aczivjtiea 
resulting  in  suspension.  Where  an 
institution  is  involved  in  conduct 
justifying  suspension  under  this  part, 
any  individual  who  was  knowin^y 
involved  in  'he  commission  of  the 
conduct  tn  question  may  also  be 
suspended.  The  individual  shall  be 
entitled  to  notice  and  opportunity  for  a 
hearing  in  accordance  with  }  76.22. 

§  76.22  Notice  of  suapenaton. 

When  an  institution  or  individual  or 
any  affiliate  thereof  is  suspended,  the 
Secretary  shall  furnish  all  the  affected 
parties  immediately  with  a  notice  of  the 
suspension  by  personal  service  or 
registered  or  certified  mail  return 
receipt  requested.  The  notice  of 
suspension  shall  stale  that 

(a)  The  suspension  Is  based  on  (1)  an 
outstanding  indictment  for  a  criminal 
offense  which  is  grounds  for  debarment 
under  S  76.10  or  (2)  reasonable  evidence 
that  the  inatltutian  or  individual  has 
committed  irregularities  of  a  serious 
nature  which  would  be  grounds  for 
debarment  under  }  76.10  (the  notice 
shall  identify  the  indictment  or  describe 
the  nature  of  the  irregularities,  in 


general  terms,  without  disdosing  the 
Qovermnent's  evidence): 

(b)  The  suspension  is  for  a  temporary 
period  pending  the  completion  of 
debarment  or  other  proceedings,  as 
appUcable: 

Cc)  Bids,  proposals,  and  applications 
for  Cnancid  assistance  will  not  be 
solicited  or  accepted  from  the  irutitiition 
or  individual  and.  if  received,  will  not  be 
considered,  and  awards  of  any  form  of 
financial  assistance  under  HHS 
discretionary  programs  may  not  be 
made  unless  it  is  determine  by  the 
Secretary  to  be  in  the  best  interest  of  the 
Government 

(d)  The  institution  or  individual  will 
not  be  ebgible  for  the  award  of  a 
subcontract  or  subgranb  Whenever  the 
institution  or  individual  is  proposed  as  a 
subcontract  or  subgrantee,  the 
responsible  HHS  official  will  decline  to 
approve  subcontracting  or  subgranting 
with  that  institution  or  individual  in  any 
instance  in  which  consent  is  required  of 
the  Government  before  the  subcontract 
or  subgrant  is  made,  unless  it  is 
determined  by  the  Secretary  to  be  in  the 
best  interest  of  the  Government  to  grant 
approval; 

(e)  The  suspension  is  effective 
throughout  HHS.  and 

(f)  A  hearing  as  to  whether  the 
suspension  should  be  conttoued  will  be 
provided  upon  request  of  the  institution 
or  individual  or  any  affected  affiliate. 
The  hearing  shall  be  conducted,  to  the 
extent  practical  in  accordance  with  the 
procedures  set  forth  in  !  J  79.14  and 
76.15. 

}  76.23  Rastricttooe  during  purtod  of 
suspension. 

During  a  period  of  suspension  of  an 
institiition  or  individual  and  any 
affiliate,  the  following  policies  and 
procedu.res  shall  be  applicable: 

(a)  Genera!  restrictions  institutions 
and  individuals  (and  their  affiliates) 
suspended  under  this  subpart  shall  be 
ineligible  during  the  pe.ioid  of 
suspension  to  receive  any  form  of 
financial  assistance  under  any 
discretionary  program  awarded  or 
admnustered  by  HHS;  applications  or 
requests  for  financial  assistance 
received  under  any  discretionary 
program  shall  not  be  considered  and 
shall  be  returned  with  a  statement  of  the 
reasons.  However,  when  it  is 
determined  essential  in  the  public 
interest  by  the  Secretary,  and  exception 
may  be  made  to  pennit  an  institution  or 
individual  to  apply  for  and  receive 
support  under  a  particular  program  on 
the  same  basis  as  other  eligibie 
applicants  under  the  program 
concerned.  In  addition,  where  grounds 
exist,  the  Secretary  may  also  proceed  to 
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terminate  or  suspend  for  cause  ongoing 
funded  grants  awarded  to  a  suspended 
grantee,  as  authorized  by  45  CFR  Part 
74.  Subpart  M. 

(b)  Subcontracting  and  subgranting. 
Suspended  insUtutions  and  individuals 
shall  be  Ineligible  to  receive  contracts, 
subcontracts  and  subgrants  under  any 
form  of  financial  assistance  awarded  or 
administered  by  HHS.  and  the 
responsible  HHS  official  and  recipients 
of  financial  assistance,  as  applicable, 
shall  decline  to  approve  contracting, 
subcontracting  or  subgranting  with  that 
insbtution  or  individual,  unless  it  is 
determined  by  the  Secretary  to  be 
essential  in  the  best  interests  of  the 
Government  to  grant  such  approval. 

(c)  Individuals.  Suspended  individuals 
shall  be  ineligible  to  serve  or  participate 
under  any  form  of  financial  assistance 
awarded  or  administered  by  HHS  under 
discretiona.n  programs,  including 
service  or  participation  in  the  conduct  or 
performance  of  those  awards,  or  in  the 
administratioo  of  Federal  funds. 
Recipients  of  financial  assistance  shall 
be  responsible  for  compliance  with  this 
provision,  which  constitutes  a  condition 
of  all  awards  of  financial  assistance. 
Applications  for  financial  assistance 
proposing  suspended  individuals  to 
serve  as  principal  investigators,  project 
directors,  or  those  responsible  for 
admimstration  of  Federal  funds,  or  in 
any  other  capacity,  shall  not  be 
considered  and  shall  be  returned  to  the 
applicant  with  a  statement  of  the  reason 
therefor. 

f  76.24  PuWteation  of  notice  In  Federal 
Replstcr  of  reeuns  of  suspension  ections. 

(a)  When  an  institution  or  individual 
is  suspended  under  this  subpart.  HHS 
shall  publish  a  notice  in  the  Federal 
Register  containing  as  a  minimum  the 
following  information: 

|1)  The  names  of  the  suspended 
institutions  and  individuals,  and  any 
affiliates,  and  their  addresses; 

(2)  The  authority  under  which  the 
action  was  taken  and  a  brief  statement 
of  the  reasons  for  the  action, 

(3)  The  extent  of  restrictions  imposed, 
including  effective  date;  and 

(4)  Statement  that  the  suspension  is 
for  8  temporary  period  of  time,  pending 
the  completion  of  debarment  or  other 
proceedings,  as  applicable. 


(b)  A  notice  shall  also  be  published  in 
the  Federal  Register  when  a  suspension 
is  ended. 

(c)  The  Secretary  shall  also  establish 
and  maintain  a  current,  consolidated  list 
of  suspended  institutions  and 
individuals  for  purposes- of 
administering  affected  discretionary 
programs. 
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Foreword 


The  National  Commission  on  Research  is  a  private,  nonprofit  organization  established  to  examine  the  rela¬ 
tionships  between  government  agencies  and  universities  involved  in  research  and  to  develop  specific  recom¬ 
mendations  for  improvements.  The  Commission  was  founded  in  the  latter  half  of  1978  by  the  American  Council 
on  Education,  the  American  Council  of  Learned  Societies,  the  Association  of  American  Universities,  the  National 
Academy  of  Sciences,  the  National  Association  of  State  Universities  and  Land-Grant  Colleges,  and  the  Social 
Science  Research  Council.  The  Commission  works  independently  of  its  founders  to  examine  the  process  by 
which  the  Federal  government  supports  academic  research  and  to  propose  changes  designed  to  improve  that 
process. 

Funding  has  been  obtained  for  Commission  activities  to  pursue  this  task  from  the  following  organizations: 
Carnegie  Corporation  of  New  York,  Exxon  Education  Foundation,  Ford  Foundation,  the  William  and  Flora 
Hewlett  Foundation,  the  Andrew  W.  Mellon  Foundation,  the  National  Science  Foundation  (Grants  Nos.  PRM- 
7903778  and  CDP-7926386),  the  U.S.  Department  of  Energy  (Grant  No.  DE-FG01-80ER10167)  and  the  Air  Force 
Office  of  Scientific  Research  (Grant  No.  AFOSR-lSSA-80-00030).  Over  three-fourths  of  the  funding  was  made 
available  by  the  five  private  agencies  and  approximately  one-fourth  from  the  public  sources.  Any  opinions, 
findings,  conclusions,  and  recommendations  expressed  in  this  publication  are  the  sole  responsibility  of  the 
Commission  and  do  not  necessarily  reflect  the  views  of  any  of  the  aforementioned  funding  sources  or  founders. 

This  publication  on  funding  mechanisms  is  the  second  in  a  series  of  documents  to  be  developed  by  the 
Commission  to  analyze  the  process  of  government  funding  and  university  involvement  in  research  and  to  make 
recommendations  to  all  affected  parties  for  improvements  in  the  system.  Subcommittees  of  the  Commission  are 
investigating  each  of  the  following  issues: 

(1)  Accountability; 

(2)  Peer  review  and  other  selection  processes; 

(3)  Alternative  funding  mechanisms; 

(4)  Industry/university/government  relationships;  and 

(5)  Development  of  research  personnel. 

Position  papers  on  each  topic  will  be  published  by  the  Commission. 

The  members  of  the  Subcommittee  on  Alternative  Funding  Mechanisms  are  Dale  R.  Corson,  Chairman;  Donald 
N.  Langenberg;  and  Linda  S.  Wilson. 

In  addition  to  surveying  the  available  literature,  subcommittee  members  and  staff  meet  with  selected  officials 
from  business,  government,  and  the  universities.  At  monthly  meetings,  invited  speakers  present  their  views  on 
pertinent  aspects  of  the  listed  topics  or  on  the  broad  purview  of  the  Commission.  The  Commission  has  received 
testimony  on  five  university  campuses  from  faculty  members  and  administrators,  as  well  as  written  comments 
stemming  from  invitations  to  research  universities  and  from  an  open  letter  in  Science  magazine.  Liaison  with 
numerous  government  agencies  is  maintained  through  telephone  contacts,  correspondence,  and  attendance  at 
Commission  meetings.  Approximately  one  hundred  fifty  persons  have  given  advice  and  information  to  assist  the 
Commission  in  its  study  thus  far.  The  Commission  appreciates  the  efforts  of  all  the  participants  in  its  deliberations 
and  discussions.  A  description  of  these  considerations  and  a  partial  list  of  individuals  are  contained  in  the 
Appendix. 

The  members  of  the  Commission  are  listed  inside  the  front  cover.  These  individuals  have  backgrounds  in 
education,  business,  and  government.  They  have  accepted  appointments  to  serve  on  the  Commission  without 
compensation.  During  Commission  deliberations,  they  reflect  their  own  experience  and  not  necessarily  the 
viewpoints  of  their  institutions  or  organizations. 

Liaison  persons  have  been  designated  to  the  Commission  by  the  following  government  agencies:  Alcohol, 
Drug  Abuse,  and  Mental  Health  Administration  (ADAMHA);  Department  of  Defense  (DOD);  Department  of 
Energy  (DOE);  Department  of  Health,  Education,  and  Welfare  (DHEW);  General  Accounting  Office  (GAO); 
National  Aeronautics  and  Space  Administration  (NASA);  National  Institutes  of  Health  (NIH);  National  Science 
Foundation  (NSF);  Office  of  Management  and  Budget  (OMB);  and  Office  of  Science  and  Technology  Policy 
(OSTP). 

In  its  series  of  publications,  the  Commission  will  review  the  key  elements  of  the  present  state  of  federally 
supported  university  research,  affirm  what  it  believes  to  be  good  in  this  system,  analyze  problem  areas,  and 
provide  suggestions  for  actions  to  alleviate  these  problems.  The  Commission  recognizes  that  much  diversity 
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exists  in  the  complex  relationships  among  principal  investigators,  research  administrators,  and  others  in  the 
university  community,  and  program  officers,  auditors,  administrators,  and  other  government  personnel.  There 
is  a  wide  range  of  beneficiaries,  including  industry,  students,  and  the  general  public.  The  goals  of  the  participating 
government  organizations  and  educational  institutions  and  of  the  concerned  individuals  involved  in  federally 
supported  research  are  diverse  and  sometimes  overlapping  but  not  identical.  Therefore,  the  Commission  does 
not  anticipate  the  ability  to  establish  consensus  on  all  of  the  issues.  The  Commission  does  seek  to  make  a 
contribution  to  improved  research  in  our  nation  by  improving  a  system  which  produces  a  major  portion  of  that 
research. 
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NATIONAL  COMMISSION  ON  RESEARCH 
Funding  Mechanisms:  Balancing  Objectives  and  Resources 

in  University  Research 


Executive  Summary 

For  the  better  part  of  a  half  century,  the  Federal  government  and  the  research  universities  of  the  nation  have 
been  associated  closely  in  the  support  and  performance  of  research.  Recently,  this  relarionship  has  become 
strained.  The  partners  have  developed  different  views  on  the  objectives  of  their  association  and  the  conditions 
of  their  collaborahon. 

The  Commission 

The  National  Commission  on  Research  was  formed  in  late  1978  as  an  independent  body.  It  was  sponsored  by 
interested  organizations  and  supported  principally  by  private  foundations.  The  Commission  was  charged  to 
study  the  relationship  between  the  government  and  the  research  universities,  to  determine  the  nature  and  origins 
of  the  problems  afflicting  the  relationship,  and  to  recommend  ways  to  solve  these  problems.  Additional  infor¬ 
mation  on  the  origins  and  purposes  of  the  Commission  is  contained  in  the  Foreword  (p.  ix). 

Funding  Mechanisms 

The  mechanisms  through  which  the  Federal  government  supports  research  performed  in  universities  are 
operational  embodiments  of  government  policies.  The  success  of  the  government-university  research  partnership 
depends  critically  on  the  degree  to  which  these  funding  mechanisms  are  properly  suited  to  the  policies,  purposes, 
and  expectations  of  both  partners.  In  this  document,  the  Commission  surveys  the  system  of  funding  mechanisms 
currently  in  use,  identifies  problems  in  the  system,  and  presents  conclusions  and  recommendations  for  its 
improvement. 

The  Introduction  (p.  1)  describes  the  historical  devdopment  of  Federal  government  interest  in  support  of 
research,  particularly  research  performed  in  universities.  The  next  section  (p.  5)  provides  an  overview  of  the 
system  of  funding  mechanisms  currently  used  to  support  academic  research  and  describes  the  strengths  and 
weaknesses  of  the  system  from  the  points  of  view  of  the  government  and  the  research  universities.  Next,  specific 
problems  in  the  current  system  of  funding  mechanisms  are  described  (p.  15),  including  difficulties  in  the  array 
of  funding  mechanisms  and  difficulties  in  the  funding  instruments  which  are  a  part  of  the  mechanisms.  Also 
discussed  is  the  growing  issue  of  university-based  research  centers  and  their  potential  effects  on  the  character  of 
the  research  universities  (p.  23).  Next,  the  Commission's  conclusions  are  presented  (p.  25).  The  final  section 
contains  an  explanation  of  each  recommendation  (p.  29). 

Conclusions 

The  Commission  derived  several  conclusions  from  its  study  (p.  25). 

1.  Essential  Elements.  Several  key  elements  are  essential  to  effective  functioning  of  the  research  support  system,  including 
agreement  about  purposes,  diversity,  and  provision  for  new  ventures  and  sustaining  research  capacity. 

2.  Character  of  Agreements.  Government-university  research  agreements  should  include  appropriate  characteristics  such 
as  tailoring  to  the  nature  of  the  performer  as  well  as  the  sponsor,  and  utilizing  the  predominant  mode  of  assistance 
rather  than  procurement. 

3.  Problems.  While  the  current  funding  mechanisms  are  basically  sound,  significant  unresolved  problems  remain. 

4.  Continuing  Experimentation.  An  effective  system  of  mechanisms  must  adapt  to  changes  in  the  needs  and  the  environ¬ 
ment.  Revisions  and  experiments  with  improvements  should  be  undertaken  regularly. 
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5.  Mismatched  Expectations.  A  small  number  of  policy  issues  remain  a  frequent  source  of  mismatched  expectations, 
particularly  at  the  operating  level.  These  include  the  appropriate  means  for  developing  research  personnel  and 
cost  sharing  by  sponsors  and  recipients. 

6.  Complexity.  The  government-university  research  enterprise  is  so  complex  and  varied  that  problems  can  be  oversim¬ 
plified  and  solutions  misjudged.  Care  is  required  in  developing  changes  which  will  attain  intended  benefits. 

7.  Forum.  The  preliminary  suggestion  made  earlier  by  the  Commission  of  a  Forum  of  individuals  concerned  with  the 
government-university  research  relationship  has  been  well  received.  Further  discussion  to  refine  the  concept  is 
needed  among  interested  parties. 


Recommendations 

1.  Equipment  Obsolescence 

The  Commission  recommends  that  the  federal  agencies  and  the  universities  adapt  funding  mechanisms  and  improve 
priority- setting  strategies  to  solve  the  growing  problem  of  research  equipment  obsolescence. 

2.  Stability,  Continuity,  and  Flexibility 

The  Commission  recomimends  that  Congress  and  the  federal  agencies  develop  and  implement  means  to  increase  the 
stability,  continuity,  and  flexibility  of  research  support  while  retaining  the  capacity  to  respond  to  changing  national 
priorihes.  The  Commission  offers  several  specific  recommendations  to  this  end: 

(a)  The  Commission  recommends  that  Congress  consider  making  a  transition  to  a  two-year  appropriation  cycle  for 
those  agencies  and  components  of  agencies  which  support  basic  research. 

(b)  The  Commission  recommends  that  those  agencies  and  components  of  agencies  which  support  basic  research 
lengthen  the  average  duration  of  their  basic  research  support  agreements  to  at  least  two  and  preferably  three 
years,  if  they  have  not  already  done  so. 

(c)  The  Commission  recommends  that  agencies  experiment  with  authorizing  program  officers  to  award  a  limited 
number  of  non-renewable  extensions  of  support  at  approximately  the  same  level,  without  full  renewal  proposal 
submission  and  peer  review. 

(d)  The  Commission  recommends  the  introduction  of  incentives  for  funding  agencies  to  provide  more  timely  notices 
of  awards. 

(e)  The  Commission  recommends  that  agencies  which  fund  large  research  programs  build  in  forward-funding 
mechanisms  or  devise  new  ways  to  cushion  the  impact  of  termination  of  support. 

3.  Research  Capacity  and  Initiatives 

The  Commission  recommends  that  the  government  and  the  universities  work  together  to  develop  or  adapt  a  funding 
mechanism  to  sustain  the  research  capacity  of  universities,  especially  their  capacity  to  undertake  new  research 
initiatives. 

4.  Assistance  As  the  Predominant  Approach 

The  Commission  recommends  that  the  Federal  government  and  the  universities  adopt  the  policy  that  assistance 
rather  than  procurement  is  the  appropriate  mode  for  support  of  university  research,  except  where  unusual  circum¬ 
stances  specifically  justify  the  use  of  the  procurement  mode. 

5.  Experimentation  with  Mechanisms 

The  Commission  recommends  experimentation  with  new  concepts  in  funding  mechanisms  as  the  government- 
university  research  relationship  evolves.  In  particular,  the  Commission  recommends  experimentation  with  grants- 
in-aid  managed  at  the  local  level. 

6.  Cooperation  within  Institutions 

The  Commission  recommends  that  the  universities  and  the  government  seek  ways  to  promote  intra-institutional 
cooperation  in  all  aspects  of  research  operation.  The  Commission  offers  some  specific  recommendations  toward  this 
objective: 

(a)  The  Commission  recommends  that  Congress  authorize  and  the  agencies  develop  arrangements  for  aggregating 
research  projects  for  post-award  administrative  purposes. 

(b)  The  Commission  recommends  that  the  universities  make  concerted  efforts  to  reduce  internal  friction  and 
misunderstanding  about  indirect  costs  through  education  and  full  discussion  of  issues. 

(c)  The  Commission  recommends  that  the  method  used  by  the  National  Institutes  of  Health  for  reimbursing  indirect 
costs  be  adopted  by  the  National  Science  Foundation  and  other  agencies  which  interact  significantly  with 
universities. 
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7.  Cost-Sharing  and  Matching  Requirements 

The  Commission  recommends  that  Congress,  the  agencies,  and  the  universities  reexamine  the  rationale  for  cost¬ 
sharing  and  matching  requirements  in  federal  programs  for  support  of  research  in  universities  to  assure  that  any 
such  requirements  are  constructive  in  furthering  the  mutual  objectives  of  the  government-university  research 
relationship. 

8.  Additional  Science  Indicators 

The  Commission  recommends  that  the  Office  of  Science  and  Technology  Policy  and  the  National  Science  Foundation 
(a)  develop,  employ,  and  report  additional  science  indicators  which  reflect  the  balance  and  diversity  of  federal 
research  funding  programs  and  (b)  encourage  the  general  use  of  these  indicators  in  research  policy  development  and 
planning  by  government  and  universities  alike. 

9.  Growth  of  Research  Centers  and  Institutes  in  Universities 

The  Commission  recommends  that  the  research  universities,  individually  and  collectively,  examine  carefully  the 
implications  for  university  development,  structure,  and  governance  of  the  growth  of  university-associated  research 
centers  and  institutes. 
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Introduction 


The  United  States  government  has  played  an  active  and  often  strongly  debated  role  in  the  encouragement  and 
support  of  research  since  the  earliest  days  of  the  Republic.  *  The  subject  was  discussed  at  the  Constitutional 
Convention,  with  the  result  that  the  Constitution  empowers  Congress  to  “promote  the  Progress  of  Science  and 
useful  Arts,"  but  then  appears  to  narrow  that  power  by  specifying  how,  .  .  by  securing  for  limited  Times  to 
Authors  and  Inventors  the  exclusive  Right  to  their  respective  Writings  and  Discoveries." 

In  1803,  Congress  appropriated  funds  in  the  amount  of  $2,500  to  support  a  multidisciplinary  investigation  of 
the  upper  Missouri  River.  One  of  the  project's  principal  investigators,  Meriwether  Lewis,  broadened  his  expertise 
in  preparation  for  the  expedition  by  studying  celestial  navigation,  zoology,  botany,  and  ethnography  with  the 
Teamed  members  of  the  American  Philosophical  Society  in  Philadelphia.  The  Congress  was  evidently  persuaded 
of  the  potential  value  of  this  study  by  President  Jefferson's  argument  that  it  was  "for  the  purpose  of  extending 
the  external  commerce  of  the  United  States,"  while  at  the  same  hme  being  assured  that  this  foray  into  foreign 
territories  would  be  viewed  by  Spain  and  France  as  a  mere  "literary  pursuit."  To  the  Spanish  minister  Jefferson 
asserted  that  the  expedition  would  "have  no  other  view  than  the  advancement  of  geography,"  while  noting  that 
in  presenting  his  proposal  to  the  Congress  it  would  be  necessary  to  "give  it  the  denomination  of  mercanrile, 
inasmuch  as  only  in  this  way  would  Congress  have  the  power  of  voting  the  necessary  funds;  it  not  being  possible 
to  appropriate  funds  for  a  society,  or  a  purely  literary  expedition.  .  .  ."  Congress'  rather  modest  direct  appro¬ 
priation  was  not  the  whole  of  the  project's  federal  support;  salaries  and  supplies  were  provided  by  the  War 
Department. 

Readers  familiar  with  the  research  enterprise  of  the  United  States  today  wiU  be  struck  by  the  way  in  which  this 
early  example  of  federally  supported  scientific  explorarion  presages  certain  features  of  the  modern  scene.  There 
is  the  use  of  expert  advice  from  non-government  scienHsts,  the  justifications  in  terms  of  prachcal  benefit  to  a 
wary  Congress  and  of  scientific  benefit  to  other  interested  parties,  and  the  participation  and  support  of  a  military 
service  in  the  pursuit  of  objectives  transcending  any  purely  military  mission.  Additionally,  there  is  the  retro¬ 
spectively  evident  importance  to  the  nation  of  an  exploration  which  before  the  fact  must  have  seemed  to  many 
to  be  a  frivolous  waste  of  public  money. 

Other  salient  features  of  today's  national  research  effort  can  similarly  be  traced  to  early  origins.  The  Army  and 
the  Navy  played  prominent  parts  in  the  exploration  of  the  continent  and  of  the  seas  around  it  and  sporadically 
supported  science  in  support  of  their  missions  throughout  the  nineteenth  century.  In  1863,  the  National  Academy 
of  Sciences  was  founded,  espousing  as  one  of  its  purposes  the  bringing  of  science  to  the  service  of  the  government. 
A  year  earlier  Congress  had  passed  the  Morrill  Act,  "donating  public  lands  to  the  several  States  and  Territories 
which  may  provide  colleges  for  the  benefit  of  agriculture  and  the  mechanic  arts."  In  1887,  Congress  followed 
with  the  Hatch  Act,  providing  federal  support  for  agricultural  experiment  stations  associated  with  the  land-grant 
colleges  developed  as  a  result  of  the  Morrill  Act.  These  two  legislative  actions  for  the  first  time  established  the 
Federal  government  as  a  partner  with  academic  institutions  in  a  broad-based  program  to  enhance  the  national 
welfare  through  research.  The  fruits  of  this  century  of  partnership  are  no  less  astounding  for  being  taken  for 
granted  by  most  American  citizens.  It  has  given  the  United  States  its  original  and  perhaps  most  bountiful 
technology,  American  agriculture,  which  leads  the  world  and  is  a  major  source  of  national  strength. 

The  advent  of  the  twentieth  century  brought  a  quickening  of  the  pace  of  federal  involvement  in  the  support 
and  performance  of  research.  Two  milestones  among  many  are  the  establishment  of  the  National  Bureau  of 
Standards  in  1901  and  the  transformation  of  the  Public  Health  Service's  Hygienic  Laboratory  into  the  National 
Institute  of  Health  in  1930.  By  the  outbreak  of  World  War  II,  the  Federal  government  had  become  a  major  factor 
in  the  American  research  enterprise.  The  striking  successes  of  that  enterprise  during  the  war  are  a  familiar  story. 
They  led,  after  the  war,  to  renewed  public  debate  of  the  nature  of  the  federal  responsibility  for  support  of  scientific 
research.  The  character  of  this  debate  owed  much  to  Vannevar  Bush's  eloquent  arguments  for  the  importance  of 
public  support  for  science  and  scientific  institutions,  presented  in  his  report  to  the  President,  Science — The  Endless 
Frontier.  The  debate  resulted  in  the  creation  of  the  National  Science  Foundation  in  1950. 

The  three  decades  since  1950  have  brought  an  explosive  expansion  of  federally  performed  and  supported 
research.  The  nation  currently  invests  about  $50  billion  (about  2.2  percent  of  the  Gross  National  Product)  annually 
in  research  and  development  (R&D);  of  this  about  half  comes  from  the  Federal  government.  Basic  and  applied 
research  (the  R  in  R&D)  typically  account  for  one-third  of  total  national  R&D  expenditures;  about  two-thirds  of  the 
research  total  is  for  applied  research,  one-third  for  basic  research. 
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One  of  the  most  significant  features  of  the  development  of  the  national  research  effort  since  World  War  II  is  the 
emergence  of  the  research  universities  as  the  principal  performers  of  basic  research.  This  was  not  accidental  or 
unintended,  but  the  result  of  conscious  national  policy  decisions  epitomized  by  the  creaHon  of  the  National 
Science  Foundation  with  its  mission  "to  develop  and  encourage  the  pursuit  of  a  nahonal  policy  for  the  promotion 
of  basic  research  and  education  in  the  sciences;  and  to  initiate  and  support  basic  scientific  research  in  the 
mathemahcal,  physical,  medical,  biological,  engineering,  and  other  sciences.  ..."  The  research  universities  had 
embraced  research  as  one  of  their  principal  missions  since  the  latter  part  of  the  nineteenth  century  but,  with  the 
exception  of  agricultural  research,  had  pursued  this  mission  independent  of  any  substantial  government  support 
before  the  late  1940s. 

Today  the  situation  is  very  different.  The  research  universities  of  the  nation  number  50  to  150,  depending  on 
the  criteria  used.  These  institutions  account  for  only  about  10  percent  of  total  national  R&D  expenditures  but 
more  than  50  percent  of  total  national  expenditures  on  basic  research.  The  basic  research  figure  rises  to  60  percent 
if  expenditures  by  federally  funded  research  and  development  centers  (FFRDC's)  administered  by  universities 
are  included.  About  three-quarters  of  the  funds  spent  by  universiries  on  basic  research  are  provided  by  the 
Federal  government.  Thus,  over  the  last  three  decades  the  United  States  has  moved  purposefully  to  vest  the 
greatest  share  of  the  responsibility  for  the  creation  of  new  knowledge,  the  seedbed  of  future  technology,  in  a 
government-university  partnership. 

It  is  important  to  understand  that  this  partnership  is  neither  simple  nor  inevitable.  On  one  side,  there  is  the 
Federal  government  embodied  in  a  diverse  array  of  agencies,  each  with  its  own  mission  and  its  own  perspective 
on  the  purposes  of  research.  On  the  other  side,  there  is  a  diverse  array  of  research  universities,  some  private  and 
some  pubUc,  but  none  a  federal  institution.  With  few  exceptions,  every  agency  and  every  university  has  functions, 
obligations,  and  constituencies  which  have  little  to  do  with  the  research  which  is  the  common  concern  of  the 
partnership.  This  arrangement  is  almost  uniquely  American.  Other  countries  have  taken  different  paths.  In  most, 
all  universities  are  government  institutions  and  in  many,  institutions  of  the  central  government.  In  many,  the 
system  of  basic  research  performers  includes  and  is  often  dominated  by  publicly  supported  research  institutes 
more  or  less  unrelated  to  any  university. 

Any  serious  contemplation  of  the  American  system  for  the  investment  in  and  conduct  of  research  and 
development  raises  many  questions  and  issues.  The  federal  role  in  this  system  particularly  highlights  these 
aspects.  Few  are  new,  and  many  first  appeared  in  the  earliest  days  of  the  nation.  Among  them  are: 

o  Does  the  Congress  have  the  power  to  provide  funds  in  support  of  research?  This  constiturional  question 
was  actively  argued  in  the  early  decades  of  the  Republic.  It  appears  to  have  been  settled  in  the  affirmative. 

o  Should  Congress  provide  funds  in  support  of  research?  This  question  also  appears  to  have  been  settled 
in  the  affirmative,  but  more  recently,  and  consensus  on  the  question  is  far  from  complete. 

o  For  what  purposes  should  Congress  provide  funds  in  support  of  research? 

o  At  what  level  should  Congress  provide  funds  in  support  of  research? 

o  What  is  the  best  balance  among  basic  research,  applied  research,  and  development? 

o  What  is  the  best  balance  among  different  fields  of  science  and  technology? 

o  What  is  the  best  balance  among  federal  agencies? 

o  What  is  the  best  balance  among  types  of  research  performers? 

o  What  is  the  best  balance  among  types  of  support,  e.g.,  support  for  specific  projects,  broad  programs, 
institutions,  or  training  of  individuals? 

o  What  should  be  the  nature  of  the  funding  relahonships  between  the  Federal  government  and  research 
performers? 

All  but  the  first  of  these  quesrions  have  long  been  and  can  be  expected  to  remain  active  subjects  of  national 
debate.  The  purpose  of  this  report  is  to  examine  some  of  them  in  the  context  of  a  single  element  of  the  national 
research  and  development  enterprise,  the  government-university  partnership  which  has  assumed  the  major 
responsibility  for  basic  research.  The  report  further' focuses  on  one  aspect  of  the  partnership,  the  mechanisms 
through  which  the  government  provides  and  the  research  universities  use  public  funds  to  support  and  perform 
research.  It  does  so  because  these  funding  mechanisms  are  the  operational  embodiments  of  government  policies 
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toward  university  research.  The  success  of  the  government-university  research  partnership  depends  critically  on 
the  degree  to  which  the  funfiing  mechanisms  are  properly  fitted  to  the  policies,  purposes,  and  expectations  of 
both  partners. 

Over  the  past  decade  a  variety  of  pressures  and  problems  have  led  to  increasing  strain  in  the  partnership.  As 
detailed  in  the  Foreword  (p.  ix),  the  independent  National  Commission  on  Research  was  established  to  review 
the  state  of  the  government-university  research  system  and  to  seek  ways  to  relieve  the  strains  which  have 
evolved.  This  report  is  the  distillahon  of  Commission  thought  on  the  issue  of  funding  mechanisms  and  its  bearing 
on  the  problem  of  reducing  the  strains  and  making  the  system  more  effective. 

In  the  next  section,  the  system  of  funding  mechanisms  currently  used  to  support  academic  research  is  reviewed 
and  comments  are  made  on  strengths  and  weaknesses  of  the  various  mechanisms  from  the  points  of  view  of  the 
government  and  the  research  universities.  This  is  followed  by  an  examination  of  problems  and  issues  in  this 
system.  The  essential  features  of  a  good  funding  mechanism  are  described,  as  viewed  by  the  Commission.  The 
report  then  states  conclusions  of  the  Commission  which  identify  ways  in  which  the  system  can  be  improved  and 
presents  a  series  of  recommendations  for  implementing  the  necessary  changes. 
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Current  System  of  Funding  Mechanisms 
An  Overview  of  the  System 

Funding  Mechanisms 

In  the  years  since  World  War  II,  many  different  mechanisms  for  the  support  of  academic  science  have  evolved, 
and  many  different  federal  agencies  now  participate  in  that  support.  The  Commission  has  collected  data  about 
the  forms  of  support  used  by  various  agencies  and  the  amount  of  support  by  agency  and  by  mechanism.  It  is 
important  to  collect  such  data  and  to  analyze  support  by  various  agencies  as  the  Commission  has  done  because 
the  relative  emphasis  placed  by  the  various  agencies  on  the  differing  forms  of  support  is  a  statement  of  federal 
research  policy.  For  example,  to  the  extent  that  an  agency  has  as  its  primary  objective  the  strengthening  of  basic 
science  and  the  support  of  individual  scientists,  the  small  research  grant  will  be  prominent.  On  the  other  hand, 
where  the  emphasis  is  on  specific  technological  goals  and  the  application  of  science  and  technology  to  societal 
problems,  there  will  be  greater  reliance  on  research  contracts  and  the  support  of  research  centers  built  around 
specific  objectives. 

Table  I*  shows  the  federal  funds  expended  for  university-performed  research  and  development  in  Fiscal  Year 
1979.  These  are  classified  by  agency  source  and  by  type  of  funding  mechanism.  There  are  listed  below  the  six 
general  mechanism  types  in  our  classification  scheme. 

Individual  Research  Projects 

In  this  type,  grant  or  contract  awards  are  made  to  support  work  by  a  small  number  of  investigators,  often  a 
single  person.  Awards  are  normally  made  to  the  investigator's  university  and  are  typically  small  relative  to 
awards  made  through  other  types  of  funding  mechanisms.  This  classification  sets  a  rather  arbitrary  upper  limit 
of  $150,000  per  year  in  defining  an  award  as  an  individual  research  project.  Such  awards  are  based  on  proposals 
made  by  one  or  a  few  principal  investigators.  The  research  objectives  are  usually  defined  by  the  investigator 
rather  than  by  the  agency,  and  proposals  are  commonly  evaluated  through  a  peer  review  system.  Most  project 
research  is  performed  within  disciplinary  departments  of  a  university.  Individual  research  project  support 
accounts  for  almost  half  of  all  federal  support  for  university  research  and  development.  Most  of  the  work 
supported  by  this  mechanism  is  basic  research. 

Research  Programs 

Where  federal  support  is  for  a  broad,  coherent  area  of  investigation,  usually  involving  more  than  one  senior 
investigator,  and  where  the  annual  support  exceeds  $150,000,  we  have  classified  the  support  in  this  category. 

Research  Centers 

Many  agencies  support  university  research  organizations  called  "research  centers"  which  undertake  a  research 
program  in  a  particular,  broad  field  of  interest  to  the  university  and  to  a  sponsoring  agency.  (The  Categorical 
Disease  Centers  supported  by  the  National  InsHtutes  of  Health  are  an  example.)  The  management  of  the  center 
and  coordination  of  specific  research  projects  into  a  coherent  research  program  arc  delegated  to  the  university. 
Proposals  for  specific  research  projects  carried  on  in  the  center  may  or  may  not  be  reviewed  or  approved 
individually  by  the  federal  agency. 

Research  on  Problems  Set  by  a  Federal  Agency 

Federal  agencies  often  identify  areas  within  which  they  wish  to  have  research  or  development  performed  and 
then  seek  proposals  from  prospective  performers.  The  research  is  often  of  an  applied  nature,  and  the  specification 
of  the  work  to  be  performed  is  usually  more  tightly  drawn  than  is  the  case  in  research  centers.  The  support 
instrument  is  usually  a  contract  rather  than  a  grant. 


*The  Commission  is  indebted  to  Dr.  Charles  V.  Kidd  of  The  George  Washington  University  for  help  in  compiling  these  data. 
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TABLE  I: 

FEDERAL  FUNDS  EXPENDED  FOR  UNIVERSITY  RESEARCH 
BY  AGENCY  AND  BY  TYPE  OF  SUPPORT,  FY  1979 
(in  millions  of  dollars) 


Large  R&D  Contracts 


Agency 

Total 

(1) 

Traditional  Small 
Research  Projects 
(Grant  or  Contract) 

(2) 

Substantial 

Research 

Programs 

(3) 

Research 

Centers 

(4) 

R&D  on  Problems 
Set  by  the 
Federal  Agency 

(5) 

R&D  Conducted 
in  Very  Large 
Facilities 

(6)  (7) 

Broad 

Institutional 

Support  Other 

Total 

$3,833* 

1,815 

465 

551 

492 

159 

258  95 

NIH^ 

1,770 

897 

210 

315 

210 

52  86^ 

NSF 

602 

494 

42 

32 

34 

DOD 

364 

176 

73 

43 

39 

33 

HEW  (other 
than  NIH) 

163 

70 

25 

28 

33 

7 

Energy 

292 

35 

60 

70 

57 

70 

Agriculture 

206 

15 

191 

NASA 

144 

68 

21 

19 

30 

6 

AID 

67 

3 

5 

8 

51 

EPA 

50 

3 

8 

10 

29 

Interior 

40 

3 

5 

10 

12 

10 

Commerce 

29 

5 

6 

4 

7 

9 

DOT 

19 

6 

13 

Other* 

87 

40 

10 

12 

11 

6 

6  1 

■Source:  Special  Analysis  of  the  Budget  of  the  U.S.  Government,  1981,  Special  Analysis  K.  Research  and  Development,  p.  311. 
^Distribution  by  type  for  NIH  assumed  to  be  the  same  as  in  FY  '78,  which  is  the  last  year  for  which  NIH  has  analyzed  grants  and  contracts 
by  type. 

^Research  career  awards;  minority  biomedical  research  support. 

■‘Distribution  by  type  of  support  assumed  to  be  the  same  as  the  distribution  of  all  other  agencies  combined. 


Large  Facilities 

This  category  refers  to  organizations  which  differ  from  research  centers  in  that  they  are  based  on  large,  special, 
physical  facilities  or  instruments,  such  as  a  high-voltage  electron  microscope  or  a  nuclear  reactor.  The  sponsoring 
agency  often  requires  that  the  facility  be  made  available  to  investigators  from  other  universities.  Contracts  are 
normally  used  to  finance  these  facilities,  with  provisions  which  enable  the  sponsoring  agency  to  monitor  closely 
the  operation  and  use  of  the  facility. 

General  Research  Support 

In  this  type  of  funding  mechanism  a  federal  agency  provides  funds  to  an  organization  to  perform  research  in 
some  general  area  or  to  maintain  or  strengthen  its  research  capability.  At  present  only  two  federal  agencies 
provide  such  general  research  support,  the  Department  of  Agriculture  (USDA)  and  the  National  Institutes  of 
Health  (NIH).  The  Department  of  Agriculture  provides  funds  authorized  under  the  Hatch  Act  for  research  in 
agricultural  experiment  stations.  These  funds  must  be  matched  by  state  appropriations.  The  experiment  stations 
are  attached  to  land-grant  universities  and  have  a  relatively  free  hand  in  determining  the  specific  research  to  be 
undertaken  so  long  as  it  is  agricultural  research. 

The  National  Institutes  of  Health  Biomedical  Research  Support  Program  grants  funds  to  eligible  institutions 
for  general  support  of  health-related  research  in  the  biomedical  sciences.  The  grants  are  awarded  on  a  graduated 
formula  basis  related  to  the  annual  total  amount  of  Public  Health  Service  research  project  grant  support  awarded 
to  the  institution.  An  entitlement  threshold  and  a  ceiling  limit  the  number  of  recipients  and  the  size  of  the  award. 
The  program  currently  makes  approximately  400  awards  ranging  from  $25,00(3  to  $200,000.  Responsibility  for 
allocation  of  the  funds  among  eligible  users  is  delegated  to  the  grantee. 
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For  a  number  of  years  the  National  Science  Foundation  (NSF)  also  awarded  institutional  grants  for  science  on 
a  formula  basis,  related  to  the  total  federal  project  research  funding  awarded  to  the  institution.  This  program  was 
discontinued  in  the  early  1970s. 

In  the  1960s,  the  National  Science  Foundation  provided  another  type  of  broad  institutional  support  through 
a  University  Science  Development  Program  and  a  Departmental  Science  Development  Program.  These  programs 
were  designed  to  develop  "new  centers  of  excellence."  The  Science  Development  grants  were  typically  $5  million 
spread  over  a  few  years.  The  intent  was  tQ-Strengthen  a  major  part  of  a  particular  university's  science  effort,  and 
the  grants  usually  embraced  several  departments  of  the  institution.  The  Departmental  Science  Development 
Programs,  on  the  other  hand,  focused  on  individual  departments.  Both  types  of  grants  were  distributed  widely 
around  the  country  and  were  intended  to  benefit  universities  which  were  in  a  stage  of  development  where 
substantial  new  funds  could  have  maximum  impact  on  the  scope  and  quality  of  research  effort.  Universities 
which  already  had  large,  high  quality  programs  and  universities  believed  to  be  incapable  of  building  significant 
quality  with  the  funds  available  were  not  considered  for  these  awards.  These  NSF  programs  also  were  eliminated 
in  the  early  1970s. 

The  two  other  types  of  funding  mechanisms  which  follow  are  not  included  in  the  tabulation  of  Table  I  but  are 
important  components  of  federally  funded  university  research. 

National  Laboratories 

A  considerable  number  of  national  laboratories  have  been  established  to  perform  research  and  de\  elopment 
in  major  areas  of  national  interest.  These  typically  have  their  own  large  professional  staffs  which  perform 
research,  but  they  also  develop  and  operate  facilities  which  are  used  by  university  researchers  from  all  o\’er  the 
nation.  These  laboratories  include  the  Fermi  National  Accelerator  Laboratory  in  Batavia,  Illinois;  the  Brookhac  en 
National  Laboratory  on  Long  Island;  the  National  Radio  Astronomy  Observatory  with  sites  at  Charlottesville. 
Virginia,  Green  Bank,  West  Virginia,  Socorro,  New  Mexico,  and  Kitt  Peak,  Arizona;  the  National  Astronomic, il 
Observatory  at  Kitt  Peak,  Arizona;  the  National  Center  for  Atmospheric  Research  at  Boulder,  Colorado;  and 
others.  These  laboratories  are  usually  operated  by  consortia  of  universities  under  contract  to  a  federal  agenc\ 

Training  Grants  and  Fellowships 

Some  federal  agencies  grant  funds  to  universities  or  to  individuals  to  support  predoctoral  or  pc^stdoctoral 
research  training.  The  primary  purpose  of  such  grants  is  to  assure  the  future  availability  of  well  trained  researcher^ 
in  general  or  specific  areas  where  a  national  need  is  perceived.  However,  since  individuals  can  be  trained  to  di' 
research  only  through  actually  doing  research,  training  grants  and  fellowships  contribute  to  the  research  pro¬ 
ductivity  of  the  institutions  in  which  the  training  takes  place.  Most  such  training  is  conducted  at  uni\  ersities 

Other  Mechanisms 

The  categories  described  above  are  quite  broad.  Within  these  categories  the  federal  agencies  have  dev  eloped 
a  versatile  array  of  distinct  programs  tailored  to  meet  specific  needs.  For  example,  NIH  has  developed  the 
Research  Career  Development  Awards,  which  provide  a  period  of  uninterrupted  research  time  to  encouragi-  and 
strengthen  investigators  of  exceptional  promise.  NSF  has  developed  doctoral  dissertation  grants  to  strengthen 
the  quality  of  dissertation  research  in  certain  fields.  NIH,  NSF,  and  DOE  (Department  of  Energy),  have  developed 
ways  to  aggregate  closely  related  research  projects  into  a  research  program  via  their  "program  project  grants," 
"coherent  area  grants,"  and  "cluster  grants,"  respectively.  NIH,  NSF,  and  DOE  offer  special  research  initiation 
programs  for  new  investigators.  Many  other  examples  could  be  cited. 

Funding  Instruments 

In  addition  to  the  types  of  funding  mechanisms  described  above,  the  various  funding  instruments  used  ti)r  the 
support  of  research  also  must  be  considered  because  the  nature  of  the  funding  instrument  can  profoundly  aftect 
the  performance  of  the  supported  activity.  The  principal  instrument  types  are  grants,  cooperative  agreements 
and  contracts.  Other  funding  instruments  are  theoretically  possible,  such  as  loans,  loan  guarantees,  and  subsidies 
but  these  generally  have  not  been  used  to  support  research  in  universities.  Each  of  the  principal  types  lia^  a 
number  of  variations  which  differ  with  regard  to  the  basis  on  which  funds  are  provided,  the  degree  of  federal 
involvement  in  the  definition  and  technical  performance  of  the  supported  activity,  and  the  specificity  (>l  the 
purpose  of  the  contractual  relationship.  For  example,  the  funds  may  be  provided  on  a  cost  reimbursement 
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grant-in-aid,  or  formula  basis  and  involve  various  degrees  of  cost  participation  by  the  recipient.  The  degree  of 
federal  involvement  may  be  minimal;  it  may  involve  shared  direction  and  control;  or  it  may  involve  federal 
oversight. 

The  federal  procurement  system  for  acquisition  of  goods  and  services  for  the  benefit  and  use  of  the  Federal 
government  has  evolved  over  many  years.  A  comprehensive  set  of  procurement  principles  and  procedures  has 
been  developed,  tested,  and  revised.  A  substantial  body  of  procurement  case  law  exists.  Federal  assistance 
programs,  however,  are  a  much  more  recent  addition.  No  comprehensive  system  exists  for  their  guidance  and 
management.  Nor  has  there  been,  until  recently,  any  clear  guidance  regarding  the  appropriate  choice  of  funding 
instrument  for  a  given  purpose.  The  result  has  been  confusion  in  terminology  and  concepts,  inconsistent 
practices,  mismatch  in  expectations  of  performer  and  sponsor,  and  misunderstanding,  especially  regarding  the 
nature  and  purpose  of  grants.  Because  the  boundary  between  procurement  and  assistance  has  not  been  well 
understood,  procurement-based  requirements  have  frequently  been  used  in  assistance  situations. 

In  1972,  the  Government  Procurement  Commission  recognized  these  problems  and  recommended  that  a  study 
be  undertaken  to  examine  the  feasibility  of  establishing  a  comprehensive  system  of  guidance  for  management  of 
federal  assistance  programs.  The  Federal  Grant  and  Cooperative  Agreement  Act  of  1977  (Public  Law  95-224) 
codified  that  recommendation  and  mandated  a  study  which  has  been  completed  just  recently.  In  the  intervening 
years,  federal  assistance  programs  have  increased  manyfold,  primarily  in  assistance  to  state  and  local  govern¬ 
ments.  Federal  assistance  activities  are  now  carried  out  through  more  than  1,100  programs  with  an  annual  budget 
of  over  $100  billion,  more  than  85  percent  of  which  is  awarded  to  state  and  local  governments. 

The  Federal  Grant  and  Cooperative  Agreement  Act  established  two  dichotomies;  first,  between  assistance  and 
procurement;  and  second,  to  divide  assistance  based  on  the  involvement  of  the  government  in  performance  of 
the  activity.  The  Act  then  mandated  the  use  of  contracts  for  procurement,  grants  for  assistance  without  substantial 
involvement  of  the  government,  and  cooperative  agreements  for  relationships  where  the  government  is  sub¬ 
stantially  involved. 

Strengths  and  Weaknesses  of  the  System 

Funding  Mechanisms 

The  objective  assessment  of  the  strengths  and  weaknesses  of  the  system  of  mechanisms  through  which  the 
Federal  government  supports  university  research  is  a  difficult  task.  The  difficulty  is  rooted  in  fundamental 
differences  in  objectives,  functions,  and  philosophy  between  the  government  and  the  universities,  and  in  the 
great  diversity  of  agencies  and  institutions  on  both  sides  of  the  partnership. 

The  Federal  government  has  for  nearly  two  centuries  rather  consistently  taken  the  position  that  it  should 
support  research  only  where  the  results  of  that  research  can  be  expected  to  satisfy  a  clearly  identifiable  national 
need.  Jefferson's  Congress  was  willing  to  support  exploration  "for  the  purpose  of  extending  the  external  com¬ 
merce  of  the  United  States"  but  not  as  a  mere  "literary  pursuit."  The  Federal  government  long  avoided  any 
substantial  involvement  in  education;  George  Washington's  personal  offer  of  an  endowment  for  the  establishment 
of  a  national  university  which  would,  inter  alia,  provide  advanced  scienrific  training,  was  rejected  by  Congress 
despite  support  by  Jefferson  and  Madison.  Support  of  learning  for  its  own  sake  or  of  intellectual  institutions  as 
centers  of  national  culture  have  never  been  popular  notions  in  Washington.  The  tensions  between  the  Federal 
government  and  the  states,  between  elitism  and  populism,  and  between  the  theoretical  and  the  practical,  which 
have  molded  so  much  of  the  American  character,  have  also  strongly  influenced  the  government-university 
research  endeavor.  The  government  funds  research  in  support  of  its  responsibilities  for  the  security  and  welfare 
of  the  nation.  Most  federal  agencies  which  support  research  have  specific  missions  addressing  one  or  more 
aspects  of  the  government's  responsibilities.  In  the  cases  of  the  National  Science  Foundation,  the  National 
Endowment  for  the  Humanities  (NEH),  and  the  National  Endowment  for  the  Arts  (NEA),  the  federal  agencies 
responsibilities  are  more  broadly  and  generally  defined  than  Jefferson's  Congress  might  have  found  to  his  liking. 

The  extraordinarily  fruitful  collaboration  between  university  scientists  and  the  government  during  World 
War  II  led  to  the  recognition  of  the  potential  of  such  cooperation  for  the  public  welfare.  Our  nation  has  also  come  to 
recognize  both  the  importance  of  long-term  investment  in  basic  research  and  the  relationship  of  scholarship  and 
the  arts  to  the  intellectual  and  moral  fiber  of  our  people.  Nevertheless,  the  fundamental  interest  in  tangible  results 
which  promote  the  national  welfare  is  never  far  below  the  surface. 

Because  of  this  basic  federal  philosophy,  the  federal  agencies  which  support  research  tend  to  seek  certain 
characteristics  in  funding  mechanisms.  There  is  a  desire  for  control,  equity,  and  consistency.  There  is  a  natural 
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predilection  for  the  more  applied,  the  more  predictable,  and  the  lower  risk  research.  In  some  cases,  these  desir^.'^ 
lead  agencies  to  treat  expenditure  of  funds  for  research  in  the  same  way  as  expenditure  of  funds  for  the 
procurement  of  pencils  or  ships.  In  all  cases,  the  need  for  proper  accountability  to  the  citizenry,  in  matters  both 
scientific  and  financial,  imposes  constraints  which  an  acceptable  funding  mechanism  must  satisfy. 

The  research  universities  operate  from  a  different  tradition  and  philosophy.  Research  and  scholarship  are 
commonly  viewed  as  important  ends  in  themselves,  worthy  of  support,  together  with  the  institutions  which 
nurture  them,  as  a  general  public  good  without  consideration  of  immediate  practical  usefulness.  In  matters  ot 
research  and  scholarship,  the  best  is  so  incomparably  better  than  the  second  best  that  universities  put  great 
emphasis  on  quality.  Creativity  is  so  highly  valued  that  universities  vest  their  researchers  and  scholars  witlr 
considerable  independence  and  freedom  in  choosing  what  research  they  will  do  and  how  they  will  dt)  it.  The 
universities'  monastic  origins  and  their  modern  status  as  non-profit,  private  institutions  or  as  public  wards  ot  a 
state  place  most  of  them  in  delicate  financial  positions,  subject  to  the  fluctuating  fortunes  of  a  host  of  different 
patrons  and  clienteles. 

The  research  universities  thus  often  seek  different  funding  mechanism  characteristics  than  do  the  federal 
agencies.  Flexibility  to  exploit  scienhfic  opportunities  is  important.  Emphasis  on  scientific  merit  may  lead  to 
concentration  of  the  available  resources  in  the  hands  of  a  few  outstanding  researchers  rather  than  spreading 
them  widely  among  many.  There  is  a  tendency  to  regard  most  highly  the  more  fundamental  research  and  work 
with  higher  risk  and  higher  .scientific  payoff.  Where  a  university  has  come  to  depend  heavily  on  federal  support 
for  its  research  effort,  as  most  major  research  universities  have,  stability  of  support' over  time  is  important 
Although  most  research  universities  invest  substantial  amounts  of  their  own  resources  in  support  of  research, 
the  magnitude  of  these  research  efforts  creates  the  need  to  maximize  recovery  of  research  costs  from  federal 
sponsors.  The  maintenance  of  close  links  between  research  and  teaching,  and  the  minimization  of  administrati\  e 
burden  are  also  important  university  objectives. 

These  differences  between  the  objectives  and  perceptions  of  government  agencies  and  the  research  universities 
mean  that  a  particular  feature  of  a  funding  mechanism  may  be  a  strength  to  an  agency  and  a  weakness  to  a 
university,  or  vice  versa.  As  this  report  discusses  the  funding  mechanisms  defined  above,  it  endeavors  to  describe 
them  from  both  points  of  view. 

Individual  Research  Projects 

The  backbone  of  the  American  science  system  which  is  conducted  in  universities  is  the  individual  project  grant 
or  contract,  with  almost  half  the  enhre  federal  support  for  academic  science  provided  through  this  mechanism 
(cf.  Table  I). 

There  are  many  advantages  to  the  individual  project  scheme.  It  gives  an  opportunity  for  a  large  number  of 
investigators  to  seek  federaHunds  on  a  competitive  basis.  The  most  worthy  proposals,  judged  in  a  peer  review 
system  where  the  most  informed  scientific  judgment  can  be  brought  to  bear,  can  be  selected  for  support.  The 
relatively  modest  funding  level  typical  of  individual  project  grants  or  contracts  permits  support  of  a  large  number 
of  individual  investigators;  this  mechanism  thus  can  distribute  support  relatively  widely.  The  mechanism  also 
provides  an  opportunity  for  many  different  agencies  to  support  programs  of  interest  to  them.  By  supporting  a 
large  number  of  relatively  small  projects,  federal  agencies  can  have  the  flexibility  to  shift  emphasis  in  research 
programs  without  disrupting  large  research  enterprises.  For  a  large  research  university,  as  many  as  1,000  to  2,000 
such  projects  is  not  uncommon.  In  these  circumstances,  fluctuations  in  total  institutional  funding  will  tend  to  be 
relatively  small,  therefore  providing  the  appearance  of  stability.  However,  funding  fluctuations  at  the  level  of 
individual  investigators  can  be  large. 

On  the  other  hand,  the  project  system  is  a  "retail"  system,  requiring  decisions  on  tens  of  thousands  of  relatively 
small  grants  per  year,  and  therefore  involves  a  large  amount  of  administrative  detail  for  both  the  government 
and  the  universities.  Each  grant  constitutes  a  separate  agreement  between  a  sponsor  and  a  performer.  Each 
requires  individual  review  as  well  as  scientific  and  financial  accounting  and  reporting.  This  tends  to  segregate 
funds  and  scientific  effort  in  small,  impermeable  compartments  and  creates  a  certain  amount  of  rigidity  and 
inflexibility.  The  system  shifts  to  universities  and  academic  departments  the  burdens  of  providing  the  resources 
required  for  the  common  support  of  many  investigators,  for  coping  with  awkward  gaps  in  research  support,  for 
supporting  individuals  and  their  research  during  periods  when  they  have  little  or  no  external  support,  for  helping 
younger  investigators  get  started  in  research,  for  developing  and  maintaining  research  capacity,  and  for  main¬ 
taining  a  proper  balance  among  fields.  These  burdens  are  a  necessary  byproduct  of  the  individual  projects 
system,  but  institutional  and  external  resources  for  addressing  these  needs  have  been  sharply  curtailed  in  recent 
years. 
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Research  Programs 

Although  we  have  distinguished  research  programs  from  individual  research  projects  in  order  to  present  a 
complete  picture  of  the  array  of  funding  mechanisms,  the  strengths  and  weaknesses  of  the  two  mechanisms  are 
similar.  The  larger  size  of  research  programs  relative  to  individual  research  projects  can  reduce  administrative 
burden  for  federal  agencies,  researchers,  and  their  institutions.  It  can  also  increase  the  researchers'  flexibility  but 
may  decrease  funding  stability  in  the  institution. 

Research  Centers 

Academic  research,  particularly  in  the  sciences,  encompasses  much  more  than  the  basic  research  performed 
by  individual  investigators.  Most  major  national  research  universities  perform  both  basic  and  applied  research, 
.some  of  it  requiring  large  and  expensive  physical  facilities.  Some  of  this  work  is  carried  on  within  academic 
departments,  and  agencies  make  large  grants  to  departments,  or  to  groups  within  departments,  on  a  "wholesale" 
basis.  In  these  cases,  the  departments  or  groups  are  responsible  for  the  "retail"  funding  allocation  decisions 
necessary  in  the  execution  of  the  research  projects.  DOE-  and  NSF-funded  high  energy  physics  and  nuclear 
physics  groups  within  university  physics  departments  provide  examples  of  this  funding  mechanism.  In  such 
cases,  the  peer  review  process  includes  a  significant  intra-department  or  intra-group  element,  and  questions  can 
arise  about  its  breadth  and  objectivity.  With  competition  for  federal  funds  decided  at  the  local  level,  intra- 
departmental  relations  may  be  strained. 

The  federal  objective  often  involves  research  programs  for  which  an  academic  department  is  not  the  best  form 
of  organization  for  pursuit  of  the  research.  To  provide  appropriate  organizational  arrangements  in  these  cases, 
nearly  every  major  research  university  has  an  array  of  research  institutes,  laboratories,  or  centers  designed  to 
bring  multidisciplinary  and  interdisciplinary  skills  to  bear  on  such  research.  These  centers,  whether  based  on  a 
single  discipline  or  several  disciplines,  can  provide  common  services  for  a  large  number  of  investigators.  Where 
center  funding  sources  permit,  a  center  can  provide  flexibility  for  individual  investigators  to  change  direction 
quickly  when  new  research  opportunities  arise,  as  well  as  initial  funding  for  young  investigators  and  for  mature 
investigators  who  wish  to  enter  a  new  area  of  research. 

University  organizations  for  the  performance  of  large  scale  research  usually  include  a  director  who  may  be  full 
or  part  hme,  and  they  usually  provide  for  local  policy  guidance  by  a  policy  or  administrative  board.  The 
organization  generally  provides  for  internal  peer  review  as  a  part  of  the  local  funding  allocation  process.  Federal 
oversight  is  commonly  exercised  through  prior  agreement  with  the  institution  about  research  focus,  through 
external  peer  review  of  center  proposals,  and  through  periodic  site  visits  by  agency  officials  and  external  peer 
reviewers. 

From  the  standpoint  of  the  federal  agencies,  centers  or  similar,  organized  research  units  are  an  effective  way 
of  mobilizing  universities  for  research  work  on  problems  of  significance  to  the  agency.  However,  there  can  be 
difficulties  between  the  sponsoring  agency  and  the  university  if  the  mission  of  the  center  is  not  clearly  stated  and 
mutually  understood.  Centers  tie  up  large  amounts  of  agency  funds  for  long  periods.  While  this  is  advantageous 
from  the  research  support  stability  standpoint,  it  decreases  the  flexibility  of  the  federal  agency  and  limits  the 
number  of  new  directions  the  agency  can  undertake. 

From  the  standpoint  of  the  universities,  centers  offer  a  means  of  mobilizing  resources  more  effectively  than  is 
possible  Vv'ithin  academic  departments.  Departments  bear  the  responsibility  for  the  curricular  and  teaching 
functions  of  the  institution  and  provide  the  foundation  for  the  system  of  faculty  appointments  and  tenure.  This 
gives  the  departments  permanence  but  also  a  degree  of  rigidity.  On  the  other  hand,  a  proliferation  of  centers  can 
blur  the  authority  of  administration  in  the  universiries. 

Also  from  the  standpoint  of  the  university,  major  problems  are  apt  to  be  generated  when  funds  are  withdrawn. 
The  termination  after  Fiscal  Year  1971  of  the  university  centers  funded  for  a  decade  by  the  National  Aeronautics 
and  Space  Administration  (NASA)  in  its  Sustaining  University  Program  is  a  case  in  point.  The  problem  becomes 
particularly  acute  if  tenured  faculty  members  are  supported  on  center  funds.  Many  universities  have  elected  to 
keep  tenured  faculty  members  on  "hard"  university  money,  and  some  universities  have  even  established  reserve 
funds  in  anticipation  of  possible  withdrawal  of  federal  funds. 

The  central  research  support  services  which  the  university  has  built  up  through  the  use  of  indirect  cost 
reimbursements  to  meet  the  needs  of  a  center  are  apt  to  represent  a  burden  if  the  center  is  closed.  Such  services 
can  rarely  be  dismantled  or  reduced  as  rapidly  as  the  center's  external  support  can  be  phased  out. 

The  prospect  of  large  scale  support  has  sometimes  led  universities  to  accept  support  for  a  center  without  full 
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consideration  for  the  administrative  responsibilities  and  complexities  involved.  Substantial  financial  risk  is 
accepted  when  a  grant  or  Contract  for  a  large  center  is  accepted.  Such  agreements  normally  include  termination 
clauses,  usually  providing  for  termination  at  the  convenience  of  the  government,  with  provision  for  reimburse¬ 
ment  only  of  immediate  termination  costs. 

While  many  university  centers  are  supported  through  a  combination  of  relatively  smaU  project  and  program 
grants,  a  number  of  federal  agencies  support  large  research  efforts  in  specified  areas  at  particular  universities 
with  block  grants.  These  are  grants  which  may  include  annual  support  of  up  to  several  million  dollars  awarded 
to  the  university,  with  the  detailed  administration  of  the  grant  delegated  to  the  institution.  Research  programs 
supported  with  such  grants  include  the  National  Science  Foundation  Materials  Research  Laboratories,  created 
and  originally  funded  by  the  Advanced  Research  Projects  Agency  of  the  Department  of  Defense  (DOD);  the 
National  Institutes  of  Health  Categorical  Disease  Centers;  various  large  high-energy  and  nuclear  physics  research 
programs,  some  supported  by  the  Department  of  Energy  and  some  by  the  National  Science  Foundation;  and  the 
Department  of  Interior's  Water  Resource  Research  Centers. 

The  materials  sciences  provide  a  rare  opportunity  to  assess  the  relative  advantages  and  disadvantages  of  block- 
funded  research  centers  and  individual  research  project  funding,  because  in  this  research  area  both  mechanisms 
are  used  to  a  substantial  extent.  In  1978,  the  MITRE  Corporation  completed  a  massive  comparative  study  of 
materials  research  conducted  in  the  National  Science  Foundation's  core-funded  Materials  Research  Laboratories 
(MRLs)  and  materials  research  supported  by  project  grants  in  other  institutions.  In  the  latter  group,  some 
institutions  had  separately  organized  Materials  Science  Centers  and  some  did  not.  Also  included  were  several 
interdisciplinary  laboratories  (IDLs)  supported  by  the  Department  of  Energy.  The  major  conclusions  of  this  study 
were; 


o  Universities  with  MRLs  have  a  better  capability  (in  terms  of  faculty  and  equipment)  to  perform  materials  research 
than  non-MRL  universities  without  Materials  Science  Centers.  The  capability  of  non-MRL  universities  with  Materials 
Science  Centers  is  much  like  the  MRLs. 

o  From  the  viewpoint  of  total  (university  and  NSF)  administrative  time  and  costs  involved  in  administering  grants,  the 
MRL  core  grant  mechanism  is  much  more  efficient  than  the  project  grant  mode. 

o  About  70  percent  of  the  materials  research  areas  sponsored  by  NSF  at  the  institutions  surveyed  show  no  overlap 
between  MRLs  and  project-funded  institutions. 

o  Research  at  the  MRLs  is  more  heavily  oriented  toward  experimentation  than  research  at  non-MRLs  without  Materials 
Science  Centers. 

o  There  are  no  significant  differences  between  MRLs  and  non-MRLs  in  concentration  of  funding,  annual  rate  iit 
turnover  in  research  areas,  duration  of  research  areas,  and  continuity  of  staffing. 

o  The  review  of  research  publications  does  not  show  a  clearcut  dominance  of  one  population  over  the  others  being 
compared.  There  is  no  statistically  significant  difference  at  the  90  percent  confidence  level  among  any  of  the 
populations  with  respect  to  interdisciplinarity  and  overall  indicators  of  innovation.  In  quality  of  procedures,  the  NSF 
core- funded  papers  rank  higher  than  project-funded  ones.  In  contributions  per  paper  to  research  or  technology  NSF 
core-funded  papers  rank  lower  than  project-funded.  In  the  use  of  essential  specialized  equipment,  excluding  com¬ 
puters,  core-funded  papers  rank  higher  than  papers  from  non-MRLs  with  Materials  Science  Centers  but  lower  than 
papers  from  DOE/IDLs. 

o  Citation  analysis  shows  that  only  NSF/Project-funded  papers  at  MRLs  were  cited  with  significantly  greater  frequency 
than  MRL  core-funded  papers.  The  latter  were  cited  with  about  the  same  frequency  as  papers  from  DOE/IDLs  and 
NSF/non-MRLs  without  Materials  Science  Centers. 

o  In  major  achievements,  the  MRLs  have  much  more  than  a  proportional  share  (based  on  total  NSF  funding)  rated  in 
the  top  15  percent.  However,  the  MRLs  have  slightly  less  than  a  proportional  share  of  achievements  rated  in  the  top 
25  percent. 2 


These  conclusions  do  not  demonstrate  a  clear  superiority  for  one  funding  mechanism  over  the  other.  They  do 
suggest  that  different  funding  mechanisms  give  rise  to  different  ways  of  doing  research  and  produce  different 
kinds  of  science,  and  thus  increase  the  diversity  of  the  national  research  effort  and  expand  the  range  of  new 
knowledge  available  for  application. 
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Research  on  Problems  Set  by  a  Federal  Agency 

When  a  federal  agency  identifies  a  problem  requiring  research,  it  usually  can  choose  from  among  a  variety  of 
possible  types  of  performer.  It  may  have  its  own  in-house  laboratories,  or  it  may  consider  contracting  with  a 
government  laboratory  belonging  to  another  agency,  an  industrial  laboratory,  a  federally  funded  research  and 
development  center  (FFRDC),  a  university,  or  another  non-profit  research  organization.  A  university  may  be  the 
performer  of  choice  because  it  may  have  special  expertise  or  facilities,  because  it  may  offer  lower  cost,  or  because 
secondary  benefits  such  as  the  training  of  researchers  in  a  new  area  may  also  be  valued.  On  the  other  hand,  a 
university  may  be  an  unattractive  choice  because  its  commitment  to  teaching  as  well  as  research  and  its  decen¬ 
tralized  structure  may  make  difficult  mobilization  of  its  resources  within  the  desired  time  span. 

From  the  university's  point  of  view,  the  conditions  which  accompany  an  opportunity  to  work  on  a  strongly 
focused  government  project  may  not  be  compatible  with  certain  university  principles  and  commitments.  For 
example,  the  government  may  seek  an  unacceptable  degree  of  control  over  the  direction  of  a  project  or  attempt 
to  impose  unacceptable  restrictions  on  publication  of  results  or  on  personnel  matters.  In  such  cases,  the  uni¬ 
versity's  desire  to  be  of  public  service  must  be  weighed  against  the  danger  of  compromising  the  basic  institutional 
functions  of  instruchon  and  research.  The  university's  decision  to  become  involved  in  research  programs  of  this 
type  will  depend  on  the  nature  of  the  institution.  It  will  generally  be  made  on  a  case  by  case  basis  with  due 
regard  to  the  overall  balance  of  the  institution's  research  effort  and  the  availability  of  faculty  interested  in  the 
particular  problem. 

Large  Facilities 

From  the  government  point  of  view,  the  establishment  of  a  specialized  research  facility  at  a  university  may 
have  several  advantages:  it  places  the  facility  within  a  community  of  skilled  users,  the  environment  may  be  made 
readily  accessible  to  other  users,  and  there  are  the  collateral  benefits  of  training  in  advanced  techniques  for 
research  students.  These  same  factors  make  the  facility  attractive  to  the  university.  However,  the  university  may 
find  it  difficult  to  provide  the  managerial  capacity  required  for  a  large  facility  and  may  be  unprepared  or  unable 
to  cover  hidden  costs  which  such  facilities  often  entail.  Again,  some  institutions  will  be  better  suited  to  house 
large  facilities  than  others,  and  both  the  sponsoring  agency  and  the  university  need  to  be  fully  alert  to  all  the 
implications  before  entering  into  large  facility  agreements. 

General  Research  Support 

To  a  federal  agency  struggling  to  stretch  limited  funds  over  the  largest  possible  range  of  high  quality  research, 
the  option  of  providing  funds  for  general  support  of  research  activities  of  a  research  organization  is  often 
unattractive  or  at  least  of  low  priority.  From  the  agency's  perspective,  the  use  of  this  type  of  funding  mechanism 
dilutes  the  agency's  direct  control  over  the  use  of  its  funds.  It  raises  both  concerns  about  quality  assurance  and 
fears  that  funds  may  be  diverted  to  non-research  purposes.  On  the  other  hand,  decentralization  of  some  allocation 
decisions  is  advantageous  for  the  agency  since  it  can  reduce  delays  and  administrative  costs  and  increase  the 
productivity  of  the  funding  system. 

The  universities  see  general  research  support  as  an  important  element  of  a  balanced  research  funding  system 
because  it  allows  prompt  and  cost  effective  responses  to  the  gaps  inherent  in  the  individual  research  project 
funding  system.  Emergencies,  unexpected  opportunities,  new  starts,  and  development  of  shared  resources  are 
typical  funding  needs  which  are  inadequately  addressed  by  the  project  system. 

Individual  investigators  have  mixed  feelings  about  general  research  support.  While  they  recognize  the  impor¬ 
tance  of  the  needs  it  addresses,  they  fear  expansion  of  general  research  support  at  the  expense  of  project  support. 
Their  primary  concerns  are  quality  assurance  and  preservation  of  the  relative  independence  which  their  relation¬ 
ships  with  external  sponsors  provide. 

Where  local  or  regional  needs  and  conditions  are  a  key  factor  in  determining  what  research  should  be  done 
and  how,  as  in  agricultural  research,  general  research  support  rather  than  centralized  federal  project  support 
offers  advantages. 


National  Laboratories 

While  the  national  laboratories  are  not  university  laboratories  in  a  strict  sense,  they  have  a  major  impact  on 
academic  research.  The  large  facilities  represented  by  the  national  laboratories  are  usually  operated  as  national 
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facilities  through  consortia  of  universities  for  the  benefit  of  academic  research  scientists.  They  are  essential 
features  of  the  scientific  research  enterprise  of  the  nation.  These  laboratories  provide  large  and  expensive  facilities, 
usually  not  easily  accommodated  at  universities  but  vital  for  research  in  the  fields  they  represent. 

The  relative  allocation  of  funds  between  the  national  laboratories  and  university  researchers  is  a  frequent 
matter  for  debate.  In  astronomy,  for  example,  approximately  three-quarters  of  the  National  Science  Foundation 
budget  for  support  of  research  in  astronomy  goes  to  the  five  national  centers  or  observatories:  the  Narional 
Astronomy  and  Ionosphere  Center  (Arecibo),  the  National  Astronomy  Observatory  at  Kitt  Peak,  the  Cerro  Tololo 
Inter- American  Observatory,  the  National  Radio  Astronomy  Observatory,  and  the  Sacramento  Peak  Observatory. 
These  funds  support  the  operations  at  the  observatories,  which  are  used  both  by  their  own  research  staff  members 
and  by  university  researchers.  While  few  would  challenge  the  essential  nature  of  these  large  laboratories,  there 
are  those  who  challenge  two  aspects  of  their  operations.  These  are,  first,  the  distribution  in  funds  between  the 
national  laboratories  and  individual  user  projects  and,  second,  a  system  which  is  sometimes  perceived  to  afford 
research  support  opportunities  to  the  national  laboratory  permanent  staff  without  the  stringent  peer  review 
evaluation  required  for  proposals  by  individual  project  scientists.  As  with  other  aspects  of  the  national  research 
funding  system,  this  is  a  question  of  seeking  the  best  balance  of  characterishcs  among  those  available  in  the 
competing  mechanisms. 


Training  Grants  and  Fellowships 

Training  grants  and  fellowships  have  generally  been  viewed  by  the  Federal  government  as  a  means  of 
encouraging  the  creation  of  a  future  supply  of  investigators  rather  than  as  a  component  of  support  for  current 
research  productivity.  Consequently,  the  level  of  funding  has  undergone  large  fluctuations  as  perceptions  of 
future  manpower  needs  have  changed.  Shortly  after  the  launch  of  Sputnik,  the  number  of  federally  funded 
fellowships  for  scientists  increased  dramatically.  An  equally  dramatic  decrease  occurred  about  a  decade  later;  for 
example,  the  total  number  of  fellowships  and  traineeships  in  physics  went  from  over  2,700  in  1968  to  fewer  than 
900  in  1975.  The  number  of  young  investigators  produced  by  our  universities  has  not  varied  so  rapidly  nor  so 
greatly  as  the  number  of  fellowships  and  traineeships,  partly  because  of  the  time  lag  associated  with  the  long 
time  required  for  development  of  a  college  freshman  into  a  fledgling  scientist  and  also  because  many  students 
find  other  means  of  support  such  as  part-time  jobs,  teaching  assistantships,  and  research  assistantships  funded 
through  individual  research  grants.  Nevertheless,  these  large  fluctuations  in  federally  funded  training  grants 
and  fellowships  have  contributed  to  instabilities  in  federally  funded  university  research  programs.  Variations  in 
graduate  student  support  will  continue  to  be  of  concern  to  both  the  government  and  the  universities  in  the  future. 
The  difficulties  of  predicting  manpower  supply  and  demand  and  the  complex  and  long  delayed  effects  of  any 
attempt  to  drive  the  system  through  changes  in  funding  for  training  make  this  funding  mechanism  one  to  be 
manipulated  only  with  great  caution. 

Funding  Instruments 

The  assessment  of  the  advantages  and  disadvantages  of  the  use  of  grants,  cooperative  agreements,  and 
contracts  as  the  funding  instruments  for  federally  sponsored  research  in  universities  is  sorely  complicated  by  the 
variation  among  funding  instruments  carrying  the  same  name.  For  example,  an  Office  of  Naval  Research  (ONR) 
contract  for  the  support  of  basic  research  provides  more  flexible  operation  than  certain  grant  arrangements  with 
agencies  which  have  predominantly  “assistance”  relationships.  The  dichotomies  established  by  the  Federal  Grant 
and  Cooperative  Agreement  Act,  between  procurement  and  assistance  and  between  grants  and  cooperative 
agreements,  yield  an  array  which  is  neither  benign  nor  malevolent  to  research.  The  clarity  sought  by  the  grant/ 
contract  dichotomy  is  too  elusive  to  be  reached  only  by  the  enactment  of  Public  Law  95-224.  The  practices  of 
agencies  and  the  attitudes  of  their  personnel  are  the  principal  administrative  determinants  of  the  ability  of  the 
awardee  to  carry  out  research  effectively.  Many  researchers  have  made  the  point  in  tesrimony  before  the 
Commission  that  the  characteristics  and  administration  of  an  award  (contract)  from  the  Department  of  Defense 
are  more  like  assistance  than  an  award  (grant)  from  the  Department  of  Energy. 

The  attitudes  of  researchers  and  university  administrators  are  also  a  significant  factor.  Both  researchers  and 
university  administrators  have  been  influenced  by  their  experience  with  some  agencies'  practices  in  the  use  of 
these  instruments.  Biomedical  research,  for  example,  was  long  supported  by  NIH  via  grants.  In  the  early  1970s, 
that  agency  markedly  increased  its  use  of  the  contract,  a  move  that  caused  serious  concern  in  the  academic 
research  community.  The  root  of  this  concern  lay  primarily  in  the  accompanying  shift  from  researchers  to  the 
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agencies  of  the  locus  of  responsibility  for  deciding  which  problems  were  ripe  for  study,  and  in  the  selection  of 
contractors  without  rigorous  peer  review.  There  was  also  concern  about  federal  involvement  in  performance  of 
the  work  and  increases  in  administrative  requirements.  The  NIH  move  to  increased  use  of  the  contract  mechanism 
was  influenced  by  the  plans  for  a  war  on  cancer  and  heart  disease  and  by  an  increased  administrative  emphasis 
on  employment  of  management  principles  in  all  facets  of  federal  activity.  Much  of  the  biomedical  research 
community  questioned  the  expectations  that  difficult  scientific  problems  could  be  solved  simply  through  appli¬ 
cation  of  money  and  management.  In  their  view,  this  area  of  research  was  primarily  in  need  of  good  ideas  which 
could  not  be  "managed"  into  existence.  Many  in  the  biomedical  research  community  continue  to  resist  or  distrust 
the  use  of  the  contract  as  a  result  of  this  experience.  The  pendulum  has  recently  swung  back;  NIH  now  makes 
much  less  use  of  the  contract  as  a  funding  instrument. 

Some  contracts,  such  as  those  awarded  by  ONR  for  basic  research,  have  been  flexible  enough  to  nurture 
exploratory  work.  Some  grants,  such  as  those  awarded  by  the  Office  of  Education  and  the  National  Endowment 
for  Humanities,  have  provided  tittle  or  no  flexibility,  especially  with  regard  to  internal  budget  changes  during 
the  award  period.  Some  agencies,  such  as  DOE,  require  in  both  contracts  and  grants  frequent  and  burdensome 
technical  and  managerial  reporting  which  may  be  appropriate  for  demonstration  or  development  work,  but 
which  is  unnecessary  and  unproductive  for  basic  research. 
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Problems  in  the  Current  System 
of  Funding  Mechanisms 

The  establishment  of  the  National  Commission  on  Research  was  motivated  by  a  growing  perception  among 
thoughtful  observers  of  the  American  research  enterprise  that  strains  have  developed  in  the  government- 
university  research  partnership  which  seriously  threaten  its  vitality.  These  strains  have  been  discussed  and 
documented  by  many  authors,  e.g.,  B.  L.  R.  Smith  and  J.  J.  Karlesky  in  The  State  of  Academic  Science — The 
Universities  in  the  Nation's  Research  Effort.  The  Commission  has  not  undertaken  extensive  independent  studies  of 
its  own,  but  has  reviewed  existing  work  such  as  the  Smith -Karlesky  report,  and  has  interviewed  numerous 
federal  officials  and  university  administrators  and  researchers.  A  partial  listing  of  these  individuals  appears  in 
Appendix  II.  A  part  of  the  picture  which  has  emerged  from  our  efforts  concerns  funding  mechanisms.  In  general, 
the  current  system  of  funding  mechanisms  is  viewed  as  basically  sound  and  possessed  of  substantial  strength 
derived  from  its  diversity  and  flexibility.  Nevertheless,  close  inspection  reveals  a  variety  of  problems  which  call 
for  attention  from  all  the  participants  in  the  system.  The  system  is  not  working  as  well  as  it  could  and  should. 

The  shift  from  rapid  expansion  of  research  support  through  the  1950s  and  1960s  to  the  current  state  of  tightly 
limited  resources  has  necessitated  changes  throughout  the  government-university  research  enterprise  and,  in 
particular,  this  has  brought  questions  of  balance  among  types  of  research,  sponsor,  performer,  and  funding 
mechanism  into  sharp  focus.  Competition  among  fields  of  research,  among  institutional  performers,  and  among 
individual  researchers  has  become  severe.  Margins  for  flexibility  and  risk  taking  have  dwindled  and  vanished. 
New  initiatives  can  be  considered  only  at  the  expense  of  continuing  programs.  Although  none  of  these  difficulties 
are  unique  to  the  research  enterprise,  their  effects  may  be  particularly  damaging  there  because  research  cannot 
thrive  in  an  atmosphere  of  stasis  and  conservatism.  In  considering  specific  problems  in  the  funding  mechanism 
system,  we  must  keep  in  mind  that  their  solution  through  substantially  increased  funding  in  real  dollar  terms  is 
not  likely.  Instead,  we  must  look  for  improvements  which  can  be  made  within  a  generally  constant  funding 
environment. 

The  Commission  has  identified  the  following  specific  difficulties. 


Difficulties  in  the  Array  of  Funding  Mechanisms 

While  the  array  of  funding  mechanisms  includes  a  remarkable  diversity  of  program  types,  some  elements  are 
missing.  The  missing  elements  are  illustrated  by  three  types  of  problems. 

A  Rapidly  Developing  Equipment  Inadequacy  Problem 

American  science  is  currently  suffering  from  inadequate  and  obsolete  equipment.  Several  factors  contribute  to 
this  situation.  First,  development  of  new  types  of  equipment  has  been  unusually  rapid  in  recent  years  because 
of  the  rapid  development  of  measurement  and  instrumentation  techniques.  These  developments  are  based  in 
part  on  rapidly  developing  computer  technology  and  on  the  maturation  of  other  equipment  technologies  based 
on  earlier  scientific  developments.  The  availability  of  entirely  new  types  of  equipment  opens  new  opportunities 
to  pursue  the  unknown,  opportunities  which  cannot  be  exploited  without  the  equipment.  In  many  fields  the 
ability  to  work  at  the  frontiers  depends  entirely  on  access  to  the  necessary  equipment. 

Following  is  an  illustrative  example:  one  of  the  byproducts  of  nuclear  weapons  development  during  and  after 
World  War  11  was  the  copious  production  of  a  variety  of  radioisotopes.  The  use  of  these  radioisotopes  as  tracers 
in  chemical  and  biomedical  research  has  become  a  standard  tool  and  has  contributed  enormously  to  advances  in 
these  fields.  The  equipment  required  to  use  this  technique  created  a  significant  increase  in  instrumentation 
complexity  and  sophistication  in  these  fields,  but  was  nevertheless  on  a  scale  which  could  be  afforded  and  used 
by  individual  investigators.  The  technique  is  not  without  disadvantages,  not  the  least  of  which  is  the  problem  of 
disposal  of  radioactive  experimental  materials. 

Another  technique  discovered  shortly  after  World  War  II  is  nuclear  magnetic  resonance.  Although  it  was 
developed  and  first  used  in  physics,  it  too  has  become  a  standard  tool  in  chemical  and  biomedical  research.  As 
a  consequence  of  a  long  series  of  advances  in  electronic  and  computer  technology  and  in  such  seemingly  unrelated 
fields  as  superconductivity,  nuclear  magnetic  resonance  technology  has  now  developed  to  the  point  where 
isotopic  species  can  be  identified  and  the  amount  of  a  particular  species  present  in  a  sample  measured  with  high 
sensitivity  and  accuracy.  These  developments  now  make  it  possible  to  use  stable  but  rare  isotopes  as  tracers  in 
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chemical  or  biomedical  experimentation.  This  eliminates  the  requirement  for  radioactive  tracers  and  the  radio¬ 
active  waste  disposal  problems  which  accompany  their  use.  But  there  is  a  significant  drawback:  the  equipment 
required  costs  on  the  order  of  a  half  million  dollars  and  requires  skilled  operators  and  sophisticated  maintenance. 

This  example  illustrates  three  common  characteristics  of  evolving  instrumentation  technology:  the  opening  of 
new  opportunities,  the  trend  toward  greater  complexity  and  cost,  and  the  presence  of  trade-offs  among  advan¬ 
tages  and  disadvantages. 

A  second  factor  contributing  to  the  present  serious  equipment  situation  is  a  combined  effect  of  the  constant  or 
decreasing  total  research  funding  of  the  past  decade,  coupled  with  increasing  numbers  of  qualified  researchers 
generated  by  the  post-Sputnik  drive  to  produce  more  scientific  manpower.  Hopes  that  the  funding  Crunch  will 
abate  some  day  soon  lead  researchers  repeatedly  to  defer  capital  acquisitions  in  favor  of  sustainihg  research 
personnel. 

The  origins  of  the  "equipment  crisis,"  as  some  term  it,  are  many  and  complex,  and  solutions  to  the  problem 
will  not  be  found  exclusively  in  improvements  in  funding  mechanisms.  Still,  the  structure  of  the  current  system 
of  funding  mechanisms  has  contributed  to  the  problem.  The  typical  funding  level  of  an  individual  research 
project  does  not  accommodate  acquisition  of  any  but  the  most  modest  types  of  equipment.  Requests  for  substantial 
items  of  equipment  in  a  proposal  for  such  a  project  are  often  the  first  element  deleted  in  the  inevitable  paring  of 
a  requested  budget  to  an  awarded  budget.  Such  deletions  usually  are  favored  by  both  agency  program  officers 
and  by  the  peer  reviewers  on  whose  advice  they  rely.  To  a  considerable  extent,  both  groups  are  strongly 
influenced  by  the  desire  to  provide  at  least  partial  personnel  and  operating  support  to  all  the  investigators  whose 
work  receives  high  scientific  merit  ratings.  This  favoring  of  people  over  equipment  is  intended  to  preserve  the 
vitality  of  new  ideas  and  to  ensure  continuity  in  training  the  next  generation  of  research  scientists. 

The  compartmentalization  of  individual  research  projects  makes  difficult  the  pooling  of  funds  from  different 
projects  or  by  several  individual  investigators  to  purchase  equipment  for  shared  use.  In  some  cases,  sharing  is 
further  inhibited  by  the  inability  of  institutions  to  remodel  and  renovate  space  in  which  to  co-locate  research 
groups  to  facilitate  equipment  sharing.  It  should  be  noted  that  a  recent  national  survey^  of  shared  use  of  scientific 
equipment  at  colleges  and  universities  revealed  that  more  than  45  percent  have  either  already  established  systems 
to  facilitate  equipment  sharing  or  plan  to  do  so  in  the  near  futurd. 

Although  NSF  has  programs  in  which  funds  are  segregated  specifically  for  equipment  grants,  these  are 
sometimes  criticized  by  the  research  community  because  funds  so  identified  are  viewed  as  taken  from  sources 
otherwise  available  for  support  of  conventional  individual  research  projects. 

Where  funds  are  made  available  for  major  instrumentation  for  shared  use  within  an  institution  or  on  a  regional 
or  national  basis,  other  problems  arise.  Rarely  do  either  the  government  or  the  institutional  grantee  adequately 
project  and  provide  for  the  costs  of  housing,  maintaining,  and  operating  major  equipment  acquisitions.  Over  the 
lifetime  of  a  major  instrument,  such  costs  can  easily  exceed  by  many  times  the  capital  cost  of  the  instrument. 

Neither  government  agencies  nor  research  universities  now  have  policies  and  mechanisms  for  coping  with  the 
general,  long-term  need  to  maintain  the  nahonal  research  equipment  inventory  against  the  inevitable  inroads  of 
obsolescence. 

The  "equipment  problem"  has  been  the  subject  of  repeated  studies  and  comments. Additional  studies  are  in 
progress.  The  relative  reduction  in  investment  in  equipment  by  funding  agencies  and  its  impact  on  institutions 
have  been  reported.  For  example,  a  typical  midwestern  public  research  university  reports  that  the  ratio  of 
equipment  expenditures  from  federal  research  funds  to  total  federal  research  fund  expenditures  dropped  from 
14  percent  in  1963  to  10  percent  in  1973  and  5  percent  in  1978.  During  the  same  period,  inflation  and  increased 
complexity  of  research  problems  to  be  solved  severely  taxed  resources  for  equipment.  An  NSF  survey®  recently 
showed  that  the  cost  of  scientific  instruments  in  five  basic  science  areas  has  increased  fourfold  since  1970.  The 
investment  required  to  equip  new  investigators  is  becoming  a  major  problem.  The  universities'  own  resources 
have  become  too  limited  to  provide  what  is  needed.  "Young  investigator"  grants  usually  assume  availability  of 
major  equipment,  and  hence  often  seek  an  end  without  providing  the  necessary  means.  Furthermore,  many 
highly  sophisticated  instruments  require  technical  personnel  to  operate  the  equipment  or  supervise  its  operation 
and  maintenance.  Present  mechanisms  for  distributing  costs  of  such  personnel  are  inadequate.  They  frequently 
depend  on  prior  involvement  and  an  overall  commitment  which  fewer  and  fewer  institutions  will  be  able  to 
make.  This  is  a  serious  flaw  in  the  short-term  and  discrete  project  system  of  financing  basic  research. 

The  problem  is  escalating  in  severity.  A  steady  state  system  is  needed  in  which  replacement  of  worn  out  and 
obsolete  equipment  is  structured  into  consideration  of  project  costs. 
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Inadequate  Provision  for  New  Research  Initiatives 
and  for  Sustaining  Research  Capacity 

Current  heavy  reliance  on  individual  research  project  funding  creates  gaps  in  the  research  support  system. 
Universities  are  increasingly  unable  to  fill  these  gaps.  Cost  effectiveness  often  dictates  shared  use  of  research 
facilities,  and  such  facilities  are  often  too  large  to  be  supported  by  any  single  project.  It  becomes  the  university's 
problem  to  provide  such  facilities,  but  the  institution  has  little  or  no  means  other  than  post  facto  indirect  cost 
recovery  over  a  period  of  years.  Frequently,  unexpected  needs  or  opportunities  arise  in  ongoing  investigations 
with  no  available  funds  to  meet  these  needs.  There  may  be  a  hiatus  between  grants  where  only  institutional 
funds  can  bridge  the  gap.  Young  investigators  need  initial  support  to  establish  a  performance  record  so  that  they 
can  compete  effectively  in  national  competition.  Established  scientists  occasionally  change  the  direction  of  their 
research  and  need  temporary  support  while  they  develop  credibility  in  the  new  field.  From  time  to  time,  new 
research  areas  emerge  and  appear  promising,  but  until  exploratory  work  can  be  accomplished  there  is  no  adequate 
basis  for  a  proposal  for  project  support.  At  present,  institutional  funds  are  likely  to  be  the  only  source  of  support 
for  such  exploratory  work  or  for  any  of  the  research  capacity  needs  described  above. 

Research  universities  acknowledge  that  they  have  a  responsibility  to  maintain  an  environment  conducive  to 
the  research  of  their  faculty.  They  devote  substanrial  resources  to  this  end  in  addition  to  the  research  support 
received  from  the  Federal  government.  However,  the  sheer  magnitude  of  the  federally  sponsored  research  effort 
at  the  major  research  universities,  together  with  increasingly  stringent  restrictions  on  funds  from  other  sources 
such  as  tuition  and  state  appropriations,  has  put  most  universities  in  a  position  where  they  can  no  longer 
maintain  an  adequate  research  infrastructure  without  additional  aid. 

The  present  array  of  funding  mechanisms  provides  inadequately  for  venture  capital  and  research  capacity 
maintenance.  Institurional  resources  alone  cannot  meet  the  need.  Deterioration  of  the  productivity  of  the  research 
enterprise  may  well  be  inevitable  if  the  problem  is  not  addressed.  The  NIH  Biomedical  Research  Support  Grant 
Program  is  one  successful  example  which  might  be  extended  to  other  fields  of  research. 


Erosion  of  Institutional  Support  for  Research 
in  the  Humanities  and  Social  Sciences 

Traditionally,  much  of  university  research  in  the  humanities  and  social  sciences  has  been  in  basic  research  and 
of  relatively  small  scale.  The  primary  resources  needed  are  often  simply  time  for  research,  access  to  libraries  and 
data  sets,  clerical  support,  research  assistance,  and  publication  support.  Such  research  makes  an  important 
contribution  to  national  life  and  to  world  understanding,  but  the  magnitude  of  the  needs  of  individual  projects 
makes  a  highly  centralized  individual  project  support  system,  like  the  one  which  is  used  in  supporting  science 
and  engineering  research,  cumbersome,  inefficient,  and  costly. 

At  present  this  research  is  supported  primarily  by  universities  and  private  sponsors  such  as  the  foundations 
and  to  a  limited  extent  the  Social  Science  Research  Council  (SSRC)  and  the  American  Council  of  Learned  Societies 
(ACTS).  Some  federal  support  is  provided  to  SSRC  and  ACTS,  but  these  organizations  rely  primarily  on  the 
foundations  for  support.  Federal  support  is  directed  almost  exclusively  to  large-scale  projects  and  development 
of  research  materials  and  research  resources,  although  a  modest  fellowship  support  program  is  available  for 
research  in  the  humanities.  Several  universities  have  established  successful  institution-based  award  programs 
for  small-scale  research.  Some  of  these  are  targeted  exclusively  for  the  humanities. 

Although  the  federal  support  of  social  science  research  as  a  fraction  of  total  federal  research  and  development 
support  has  remained  essentially  constant  for  a  number  of  years,  this  support  is  not  directed  to  small-scale 
research.  Furthermore,  a  recent  NSF  review  of  this  situation  revealed  a  noticeable  change  in  the  distribution  of 
federal  social  science  research  support  among  types  of  performer.  Researchers  in  universities  have  received  less 
of  the  support  in  recent  years,  while  independent  consulting  organizations  have  received  more.  The  character  of 
the  social  science  research  undertaken  with  federal  support  also  has  changed,  with  a  significant  fraction  now 
being  highly  targeted  to  address  specific  agency  policy  questions.  These  changes,  therefore,  increase  the  demand 
on  universities  and  private  sponsors  for  more  general  social  science  research  support. 

The  present  resources  for  small  scale  research  in  humanities  and  social  sciences  are  quite  limited.  If  adjustments 
are  not  made,  the  outlook  for  the  future  appears  worrisome.  Within  universities,  enrollment  shifts  away  from 
the  humanities  and  social  sciences  disciplines  create  pressures  for  resource  reallocation  to  meet  enrollment 


[320] 


17 


increases  elsewhere.  Economic  pressures  are  severely  taxing  institutional  capacity  to  maintain  discretionary 
programs.  Shifting  federal  support  from  the  social  sciences  makes  social  science  investigators  in  universities 
more  dependent  on  institutional  resources.  Unmet  research  capacity  maintenance  problems  combined  with  cost¬ 
sharing  requirements  in  the  system  for  support  of  research  in  sciences  and  engineering  have  become  a  serious 
drain  on  institutional  resources  and  compete  with  institutional  needs  for  supporting  research  in  the  social  sciences 
and  humanities. 

The  universities,  the  private  sponsors,  and  the  government  will  need  to  attend  to  these  emerging  problems. 

Difficulties  in  the  Funding  Instruments 

The  funding  instrument  difficulties  the  Commission  identified  are  of  two  types:  difficulties  with  certain  terms 
of  the  agreements  and  difficulties  related  to  the  underlying  relationship  between  sponsor  and  performer. 

Continuity  and  Stability 

Continuity  and  stability  are  often  missing.  One  of  the  most  commonly  perceived  weaknesses  in  the  present 
system  is  the  lack  of  continuity.  For  maximum  effectiveness,  research  projects  must  operate  for  a  period  long 
enough  for  serious  accomplishment.  Effectiveness  can  be  impaired  seriously  if  research  is  forced  into  short-term 
planning  and  funding  cycles.  In  many  basic  research  fields,  annual  or  biannual  renewal  cycles  are  simply  too 
short  to  permit  acquisition  of  equipment  and  supplies,  staffing  for  the  research  activity,  and  implementing  the 
research  strategy.  Longer  periods  of  assured  support  are  vital.  The  National  Science  Foundation  and  the  National 
Institutes  of  Health  have  been  moving  in  the  direction  of  better  continuity  by  using  grant  periods  which  average 
two  to  three  years.  However,  some  agencies  continue  with  one  year  support.  Much  of  the  time  devoted  to 
development  and  review  of  frequent  renewal  proposals  is  time  diverted  from  performance  of  research.  Where  it 
is  possible  to  design  longer  support  into  the  system,  the  cost  effectiveness  of  the  whole  enterprise  can  be 
improved. 

Part  of  the  continuity  problem  is  associated  with  delays  in  renewal  of  support  for  ongoing  programs.  Such 
delays  create  funding  gaps.  When  this  occurs,  either  work  must  cease  or  support  must  be  transferred  from  some 
other  source.  Universities  commonly  look  to  internal  sources  to  underwrite  the  project  temporarily,  if  eventual 
renewal  of  the  project  seems  assured.  At  best,  this  leads  to  the  burdensome  paperwork  of  cost  transfers  to  the 
renewed  contract;  at  worst,  it  leads  to  non-reimbursement  of  costs  incurred  in  the  funding  gap  if  the  contract  is 
not  renewed  or  if  it  fails  to  include  the  gap  within  the  new  contract  period  or  to  authorize  pre-award  costs.  On 
the  other  hand,  if  work  were  stopped  and  personnel  dismissed  when  funding  gaps  occur,  research  progress 
would  be  significantly  disrupted  and  delayed.  It  should  also  be  noted  that  cost  transfers  associated  with  funding 
gaps  are  frequently  at  the  root  of  accountability  problems  in  the  administration  of  research  funds. 

While  some  agencies  are  able  to  avoid  funding  gaps,  many  issue  the  formal  notification  of  award  only  days 
before  the  effective  date  of  the  support  agreement.  This  forces  the  research  institutions  to  unfair  and  needlessly 
disruptive  practices.  Research  personnel  must  be  given  more  stability  than  such  practices  allow. 

Surely  improvements  in  continuity  and  stability  are  in  order.  Several  mechanisms  have  been  used  in  the  past 
to  provide  such  continuity  and  stability.  These  include:  forward  funding,  roll  forward  funding,  and  step  funding. 
Each  is  discussed  below. 

Forward  Funding 

The  most  straightforward  continuity  mechanism  is  multi-year  forward  funding.  The  original  DOD  Interdis¬ 
ciplinary  Laboratory  contracts  in  the  early  1960s  provided  four-year  funding.  This  had  the  advantage  of  assuring 
support  long  enough  to  acquire  the  personnel  and  the  facilities  to  put  the  research  project  on  a  sound  base.  It  had 
the  disadvantage  of  removing  flexibility  from  the  funding  agency  for  an  extended  period.  Even  two-year  funding 
puts  the  research  project  on  a  base  which  is  much  more  sound  and  likely  to  make  possible  much  more  progress 
than  is  the  case  with  single-year  funding. 

Roll  Forward  Funding 

In  this  mechanism  full  funding  is  guaranteed  for  a  period  of  two  or  more  years.  On  the  basis  of  a  favorable 
annual  review,  an  additional  year's  funding  is  added  to  the  end  of  the  overall  contractual  period.  In  this  way,  the 
decision  to  extend  support  is  always  made  at  least  one  year  in  advance.  This  provides  the  principal  investigator 
or  the  university  an  opportunity  to  plan  ahead  with  assured  funding  for  a  long  enough  period  to  make  effective 
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management  possible.  The  mechanism  gives  the  sponsoring  agency  the  ability  to  terminate  projects  in  an  orderly 
manner  with  ample  warning  to  investigators  and  the  institution. 

Step  Funding 

Step  funding  is  a  version  of  roll  forward  funding  which  provides  more  flexibility  for  the  sponsoring  agency. 
Where  this  mechanism  has  been  used  it  has  typically  provided  full  funding  for  one  or  more  years,  followed  by 
two-thirds  funding  for  the  next  year  and  one-third  funding  for  the  next  following  year.  Each  year  the  pattern  is 
rolled  forward  one  year  maintaining  the  step  feature.  From  the  standpoint  of  the  investigator  or  the  university, 
a  degree  of  funding  for  a  substantial  period  ahead  is  assured.  From  the  sponsoring  agency's  standpoint,  continuity 
can  be  assured  for  three  years,  with  the  commitment  of  only  two  years'  funds.  If  the  sponsoring  agency  elects  to 
terminate  the  project,  the  investigator  and  the  institution  have  an  extended  period  to  terminate  the  work  in  an 
orderly  fashion. 

Flexibility 

Flexibility  is  frequently  inhibited.  Unforeseen  events  often  occur  in  research;  new  opportunities  frequently 
develop  in  the  middle  of  a  research  program.  When  such  opportuniHes  arise,  it  can  be  in  the  best  interest  of  all 
parties  to  change  direction  in  order  to  pursue  the  new  lead.  In  basic  research,  the  flexibility  to  alter  direction  is 
vital.  In  applied  research  and  in  development,  research  direction  is  usually  somewhat  easier  to  predict.  In  these 
latter  areas,  flexibility  is  still  important,  but  is  not  as  major  an  issue. 

For  the  most  effective  research  performance,  such  research  changes  must  be  accommodated  with  minimum 
delay  and  minimum  friction  between  the  project  director,  the  sponsoring  agency,  and  the  institution.  Some 
changes  involve  a  renegotiation  of  the  scope  of  work;  others  simply  involve  internal  budget  realignments.  A 
number  of  persons  in  both  the  government  and  the  universities  believe  that  greater  flexibility  in  the  procedures 
on  both  sides  is  needed  to  facilitate  such  changes.  While  this  is  not  entirely  a  problem  of  the  funding  instruments, 
some  improvements  in  funding  instruments  may  provide  greater  flexibility. 

Another  area  in  the  post-award  administration  of  sponsored  agreements  which  needs  improved  flexibility 
involves  cost  transfers  between  related  agreements.  The  compartmentalization  of  research  support  into  multiple, 
discrete  projects  of  limited  duration  may  be  advantageous  for  the  selection  of  what  research  and  which  investi¬ 
gators  to  support.  But  it  sorely  complicates  management  of  research  funds,  institutional  planning,  and  research 
facility  development.  Cost  transfers  are  an  unavoidable  consequence  of  the  current  system.  The  research  program 
of  a  single  investigator  or  group  of  investigators  may  be  funded  by  several  individual  research  support  agree¬ 
ments,  so  that  specific  costs  may  be  legitimately  assigned  to  one  or  more  individual  accounts.  Prudent  manage¬ 
ment  may  require  some  retroactive  reassignment  of  such  charges.  Agency  program  officials  often  are  quite  aware 
of  the  situation  and  recognize  the  validity  of  such  adjustments  among  grants  for  related  research.  The  present 
post-award  administration  procedures,  however,  make  such  adjustment  burdensome  in  paperwork  and  require 
careful  justification  to  avoid  disallowance  by  auditors  who  tend  to  view  all  cost  transfers  as  suspect. 

Not  aU  cost  transfers  are  proper.  Care  must  be  taken  to  distinguish  those  which  are  legitimate  and  represent 
wise,  intended  use  of  public  funds  from  those  which  are  opportunistic.  The  critical  element  is  a  clear  understand¬ 
ing  about  the  scope  of  the  intended  purpose.  If  the  purpose  is  defined  too  narrowly,  the  research  producrivity 
of  the  nation  can  be  unnecessarily  impeded.  If  it  is  defined  too  loosely,  federal  funds  may  be  used  for  other  than 
their  intended  purpose. 

The  problem  of  cost  transfers  to  cope  with  funding  gaps  has  already  been  described  in  the  discussion  of 
continuity  and  stability.  Creative  solutions  to  these  problems  which  both  fit  the  research  process  and  assure 
appropriate  use  of  federal  funds  will  enhance  research  productivity  and  reduce  the  potential  for  actions  which 
create  negative  audit  findings. 

Procurement  Procedures 

Procurement  procedures  are  inappropriately  used  in  research  support.  There  is  a  widespread  belief  among 
university  investigators  and  university  research  administrators  that  procedures  and  attitudes  appropriate  for 
procurement  contracts  are  beginning  to  dominate  sponsored  agreements  for  basic  research.  They  see  clauses 
from  federal  procurement  regulations  designed  for  industry  entering  increasingly  into  agreements  with  univer¬ 
sities.  Even  though  clauses  designed  specifically  for  universities  have  been  developed,  industrial-type  default 
clauses,  stop  work  clauses,  security  specifications,  and  procurement-style  reporting  requirements  are  increasingly 
used  in  research  agreements  in  what  are  perceived  to  be  inappropriate  ways.  University  scientists  and  admin- 
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istrators  tend  to  believe  that  while  contract  administration  in  the  various  agencies  was  formerly  done  by  scientists, 
now  procurement  specialists,  trained  in  the  procurement  of  deliverable  products,  are  administering  research 
contracts.  The  problem  is  seen  as  a  particularly  serious  one  in  the  case  of  solicited  proposals  where  the  Request 
for  Bid  provides  all  the  contract  language,  and  if  the  university  raises  an  objection  to  the  proposed  terms,  the  bid 
may  be  viewed  as  nonresponsive. 

On  the  agency  side,  the  impetus  to  write  tighter  contracts  appears  to  be  a  response  to  recent  allegations  of 
fraud,  error,  and  abuse  in  university  research  operations.  Undoubtedly,  it  is  also  an  agency  response  to  limited 
resources  and  perceived  congressional  and  public  pressure  for  agency  responsibility. 

The  universities'  concern  is  that  the  industrial  model  of  tightly  drawn  advance  specifications  is  gradually  being 
imposed  on  an  undertaking  which  can  only  realistically  and  successfully  be  pursued  on  a  best  effort  basis.  Much 
of  the  federally  sponsored  research  in  universities  simply  does  not  need  and  cannot  thrive  with  the  hard  edge  of 
the  procurement  policies  and  procedures. 

The  universities,  of  course,  do  not  have  to  accept  contracts  which  they  view  as  unduly  restrictive.  The 
procurement  regulations  specify  a  required  core  of  clauses.  To  a  certain  extent  contract  clauses  are  negotiable, 
but  the  university  risks  losing  the  prospective  research  support  completely  if  the  negotiation  is  pursued  too 
vigorously.  At  best,  such  negotiation  on  a  contract  by  contract  basis  takes  time  and  requires  personnel,  which 
increases  administrative  costs  and  impedes  the  progress  of  research. 

As  mentioned  previously,  the  recently  enacted  Federal  Grant  and  Cooperative  Agreement  Act  of  1977  is 
intended  to  provide  clarification  for  such  matters.  The  implications  of  the  Act  in  the  management  of  federal 
assistance  programs  have  been  explored  in  a  study  mandated  by  the  Act  and  conducted  by  the  Office  of 
Management  and  Budget  (OMB).  The  final  report  of  this  study^  became  available  just  as  the  present  Commission 
report  was  being  completed.  The  Commission  has  consequently  not  had  an  opportunity  to  study  it  carefully  and 
to  comment  on  it  in  this  report.  We  are  hopeful  that  the  Act  and  the  study  report  will  have  a  positive  effect  on 
sponsored  research  agreements  between  the  government  and  the  universities. 

The  Federal  Grant  and  Cooperative  Agreement  Act  makes  clear  that  the  distinction  between  "assistance"  and 
"procurement"  should  be  reflected  in  the  type  of  funding  instrument  used.  However,  there  is  some  concern  in 
the  research  community  that  cooperative  agreements  as  defined  in  the  Act  may  become  a  common  form  of 
supporting  basic  research  in  the  universities  with  the  implication  of  much  more  widespread  federal  involvement 
in  the  conduct  of  the  research.  There  is  also  concern  that  Department  of  Defense  agreements  will  become  more 
restrictive  if  that  Department  remains  unwilling  to  use  grants  rather  than  contracts  for  support  of  basic  research. 
One  key  to  the  problem  is  the  development  of  a  more  widespread  understanding  and  consensus  about  the  nature 
and  expectations  of  the  grant  relationship.  In  supporting  research  by  way  of  grants,  the  government  is  not 
bestowing  gifts,  favors,  or  charity  on  institutions  or  individuals.  It  is  building  and  renewing  public  investment 
in  an  important  public  asset.  The  government  receives  a  valuable  return  for  its  investment. 

Research  grants  are,  for  the  most  part,  provided  on  a  cost-reimbursement  basis.  As  the  Commission  pointed 
out  in  its  report  on  accountability,’  despite  differences  in  the  nature  and  purpose  of  grants  and  contracts,  both 
types  of  instruments  are  subject  to  the  same  set  of  cost  principles.  These  cost  principles  were  adapted  from 
commercial  cost  principles  and  fit  a  procurement  mode.  The  Commission  recommended  in  its  first  report  that 
accountability  requirements  be  carefully  tailored  to  the  nature  of  the  activity.  It  may  well  be  that  the  most 
appropriate  approach  for  grants  for  basic  research  would  be  for  them  to  be  offered  on  a  grant-in-aid  basis,  rather 
than  on  a  cost-reimbursement  basis.  Such  an  approach  would  shift  the  emphasis  from  analysis  of  costs  and 
examination  of  documentation  for  validation  of  costs  to  evaluation  of  scientific  efforts  and  results.  The  stringency 
of  the  review  system  for  renewal  of  support  and  the  relatively  modest  sums  involved  mean  that  such  an  approach 
represents  very  little  risk  to  the  university  or  the  government.  It  could  offer  substantial  savings  in  administrative 
costs. 

There  are  several  important  issues  involved  in  the  choice  of  the  funding  instrument  to  be  used.  These  include; 
who  (the  sponsor  or  the  investigator)  defines  the  research  problem  and  objectives,  whether  the  objective  is  to 
meet  a  need  of  the  Federal  government  itself  or  to  pursue  a  broader  public  purpose,  the  extent  of  federal 
involvement  in  or  control  over  performance  of  the  work,  the  congruence  of  the  administrative  requirements  of 
the  agreement  with  the  nature  of  the  activity,  and  the  consistency  of  administrative  procedures  applied  in  federal 
programs.  The  universities,  the  researchers,  and  federal  agencies  tend  to  agree  that  these  are  the  important 
issues,  but  they  differ  as  to  what  is  the  overriding  issue. 

For  the  investigator  and  the  university,  the  key  issue  is  the  congruence  of  the  scope  specificity  and  adminis¬ 
trative  requirements  with  the  nature  of  the  activity.  For  the  federal  sponsor,  the  key  issue  is  whether  the  objective 
is  to  meet  a  need  of  the  government  itself  or  to  encourage  pursuit  of  a  broader  public  purpose. 
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The  challenge,  therefore,  is  to  develop  funding  instruments  and  a  system  of  guidance  for  their  use  which  can 
simultaneously  accommodate  the  principal  concerns  of  both  sponsor  and  performer.  The  system  must  also  be 
able  to  accommodate  the  wide  variety  among  performers. 

Cost  Sharing 

Diversity  in  cost-sharing  requirements'and  differences  in  underlying  rationale  cause  complications.  The  re¬ 
quirement  for  cost  sharing  in  federal  research  grants  to  educational  institutions  is  embodied  in  a  provision  in 
congressional  appropriation  acts  for  HEW,  DOD,  and  the  independent  agencies; 

None  of  the  funds  provided  herein  shall  be  used  to  pay  any  recipient  of  a  grant  for  the  conduct  of  a  research  project  an 
amount  equal  to  as  much  as  the  entire  cost  of  such  project. 

This  requirement  originally  was  introduced  to  replace  statutory  limitations  on  the  amount  of  indirect  costs 
educational  institutions  could  recover.  The  intended  purpose  was  to  help  assure  efficient  utilization  of  resources 
available  and  to  promote  sound  planning  and  prudent  fiscal  policies. 

Now  almost  fifteen  years  later,  federal  agencies  differ  significantly  in  how  the  cost-sharing  requirement  is 
imposed,  what  purposes  it  is  intended  to  serve,  and  to  what  extent  the  institution  must  share  in  the  costs.  Some 
agencies  provide  for  sharing  on  an  institution- wide  basis,  negotiating  insHtutional  cost-sharing  agreements. 
Others  require  documentation  of  cost  participation  on  a  grant  by  grant  basis.  Programs  within  agencies  will  also 
vary  in  the  amount  and  purpose  of  the  cost  sharing  required.  For  the  National  Science  Foundation,  the  rule  of 
thumb  has  been  more  than  one  percent  cost  sharing  on  research  grants,  but  as  high  as  50  to  60  percent  in 
equipment  grant  programs.  In  the  NEH  Research  Division  obligation  varies  from  program  to  program,  with 
minimum  levels  now  ranging  from  20  to  40  percent.  NASA  recently  implemented  a  much  less  stringent  inter¬ 
pretation  of  the  legislative  cost-sharing  requirement  based  on  discussions  of  legislative  intent. 

In  recent  years,  spreading  limited  federal  resources  has  emerged  as  a  rationale  for  cost  sharing.  In  some  agency 
programs  it  seems  to  be  the  primary  rationale.  Cost  sharing  also  serves  as  an  "entrance  fee"  for  participation  in 
the  federally  sponsored  research  support  system.  In  some  cases,  this  entrance  fee  rationale  slides  into  a  form  of 
cost  competition.  But  true  cost  competition  is  not  involved,  since  the  competing  proposals  address  not  a  single 
set  of  objectives  but  different,  inveshgator-identified  research  problems. 

These  variations  in  rationale  and  requirements  complicate  the  government-university  research  relationships 
and  lead  to  some  of  the  misunderstandings  which  are  presently  undermining  its  effectiveness. 

In  1972,  the  Government  Procurement  Commission  recommended  to  Congress  that  cost  sharing  be  eliminated 
on  research  and  development  projects,  except  in  cases  where  the  performer  of  the  project  would  clearly  benefit, 
for  example,  through  economic  benefits  or  commercial  sales.  That  Commission  further  recommended  that  the 
decision  with  respect  to  placement  of  research  and  development  contracts  or  grants  should  not  be  influenced  by 
potential  involvement  in  cost  sharing. 

Later,  in  recognition  of  the  costly  and  unproductive  paperwork  burden  associated  with  documentation  of  cost 
sharing,  the  Federal  Paperwork  Commission  reiterated  the  Government  Procurement  Commission  recommen¬ 
dation  to  remove  the  requirement. 

Despite  these  recommendations,  cost-sharing  requirements  persist.  Furthermore,  the  extent  of  cost  sharing 
required  seems  to  increase  gradually,  and  the  recently  revised  OMB  Circular  A-21  which  sets  out  cost  principles 
governing  research  awards  imposes  additional  documentation  requirements. 

The  question  must  be  asked:  Do  present  cost-sharing  practices  represent  a  wise  approach  for  the  support  of 
research  and  for  the  health  of  the  government-university  relationship? 

Indirect  Costs 

The  administration  of  indirect  cost  reimbursement  can  be  improved.  A  source  of  substantial  strain  within 
universities  supported  by  federal  research  funds,  and  also  more  generally  within  the  government-university 
research  relationship,  is  the  administration  of  indirect  cost  reimbursement.  The  indirect  costs  are  real,  the 
mechanism  for  computing  indirect  cost  rates  is  spelled  out  in  detail  in  OMB  Circular  A-21,  and  the  rates  which 
prevail  are  negotiated  and  agreed  on  by  the  university  and  the  designated  federal  auditing  agency.  Nonetheless, 
many  university  researchers  and  federal  program  officers  view  university  administrations'  efforts  to  recover 
indirect  costs  as  diverting  research  funds  for  purposes  unrelated  to  research.  The  problem  is  exacerbated  by 
indirect  cost  averaging  on  a  university-wide  basis.  This  puts  a  mathematician  with  little  demand  for  overhead 
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services  on  the  same  basis  as  the  physicist  with  heavy  demands  for  technical  and  other  services  which  burden 
the  indirect  cost  pool.  While  this  problem  is  partly  a  university  one,  the  Federal  government  in  its  administration 
of  research  funds  can  do  more  than  anyone  else  to  relieve  the  strain  and  to  make  the  entire  research  effort  run 
more  smoothly. 

In  the  National  Institutes  of  Health,  indirect  costs  are  reimbursed  separately  from  direct  costs.  Consequently, 
indirect  cost  reimbursements  are  normally  not  perceived  to  be  in  direct  competition  with  direct  research  funds 
by  investigators,  agency  program  officers,  and  peer  reviewers.  The  Commission  believes  that  if  other  agencies, 
in  particular  the  National  Science  Foundation,  adopted  the  NIH  approach  to  indirect  cost  reimbursement, 
substantial  strain  within  the  government-university  research  relationship  could  be  eliminated. 

Proposal  Preparation  and  Review 

Research  manpower  resources  to  prepare  and  review  proposals  are  substantial  and  growing.  One  of  the 
limitations  of  the  individual  project  grant  mechanism  for  support  of  research  is  the  fact  that  considerable  research 
manpower  is  required  for  the  preparation  and  review  of  proposals.  The  research  productivity  cost  of  this  burden 
must  be  considered.  Various  alternative  mechanisms  of  support  have  been  considered  to  reduce  this  cost  and  to 
meet  other  objectives.  Some  of  these  are  now  available,  as  described  earlier  in  this  document.  The  individual 
project  system,  however,  has  always  enjoyed  strong  support  among  the  investigators  themselves.  Several 
evaluations  of  the  system  have  been  undertaken  over  the  years,  with  the  principal  result  being  an  endorsement 
of  the  virtues  of  the  system.  The  separately  published  results®  of  the  Commission's  review  and  discussions 
confirms  that  conclusion,  but  indicates  that  adjustments  to  that  system  should  be  made  to  reduce  the  effort 
consumed  by  proposal  preparation  and  review.  Recent  federal  agency  moves  to  limit  the  length  of  proposals  will 
help.  Adjustments  in  the  length  of  support  period  and  streamlining  the  process  for  requesting  continuation  or 
renewal  of  support  should  also  be  explored. 

Collaboration 

Interdisciplinary  and  industry  collaborarive  research  need  more  effective  approaches.  While  funding  mecha¬ 
nisms  and  funding  instruments  are  not  the  principal  barrier  to  improvement  of  our  capacity  for  effective 
interdisciplinary  research  and  university-industry  research  collaboration,  new  concepts  in  funding  mechanisms 
and  instruments  may  be  required  to  accommodate  efforts  toward  these  ends.  Experimentation  with  new 
approaches  offers  the  opportunity  to  explore  and  test  the  results. 

Manpower  Development 

The  close  relationship  of  performance  and  manpower  development  justifies  their  linkage  in  research  funding. 
Research  experience  has  become  an  essential  part  of  the  education  of  students  who  will  become  scientists  or 
scholars  and  also  of  many  who  will  enter  applied  science  or  other  research  professions. 

The  involvement  of  students  as  research  assistants  on  faculty  research  projects  provides  needed  assistance  to 
the  faculty  while  giving  valuable  experience  to  the  students.  The  value  of  research  participation  to  students  is 
enhanced  when  the  projects  address  problems  of  high  significance,  as  is  often  the  case  with  federally  supported 
research.  The  students  provide  a  stimulus  which  enhances  the  research  environment  in  universities.  They 
represent  a  continuing  flow  of  new  minds.  They  bring  questions,  suggestions,  challenges,  and  new  ways  of 
looking  at  data.  Their  thinking  is  not  yet  habitual.  Their  exposure  to  many  new  topics  makes  them  able  to  see 
relationships  and  to  draw  analogies  which  experienced  researchers  can  miss.  Furthermore,  the  act  of  teaching  by 
faculty  members,  whether  in  the  classroom  or  in  research  supervision,  forces  reexamination  of  fundamentals 
and  deepens  the  teacher's  understanding. 

Fluctuations  in  federal  research  support  require  an  elasticity  in  the  personnel  pool  which  is  partly  provided  by 
the  availability  of  graduate  students.  Regular  employees,  such  as  research  technicians,  require  a  more  stable 
employment  structure  and  are  not  as  adaptable  to  varying  levels  of  support  as  are  graduate  students. 

For  all  these  reasons,  therefore,  the  coupling  of  research  and  graduate  education  is  clearly  advantageous. 

In  addition  to  this  substantive  coupling,  there  is  another  facet  of  the  symbiosis  between  research  and  graduate 
education  which  is  related  to  funding  mechanisms.  Federal  research  training  grants  have  the  primary  objective 
of  developing  research  manpower,  but  they  also  contribute  to  research  productivity  through  the  trainee's 
research.  Federal  research  grants  have  the  primary  objective  of  research  performance,  but  also  contribute  to 
research  manpower  development  through  the  participation  of  students  as  research  assistants.  It  is  therefore 
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important  that  Congress,  federal  agencies,  and  universities  recognize  that  adjustments  in  either  of  these  mech¬ 
anisms  to  address  changing  priorities  related  to  their  principal  purpose  will  have  impact  beyond  that  immediately 
intended.  They  must  also  recognize  the  value  and  complexity  of  the  symbiosis  when  issues  of  scientific  and 
financial  accountability  are  addressed. 

University-Based  Research  Centers:  A  Growing  Issue 

In  addition  to  the  problems  which  the  Commission  has  idenrified  in  the  array  of  funding  mechanisms  and 
within  the  funding  mechanisms  themselves,  attention  should  be  drawn  to  a  related  issue  which  deserves  mi»re 
careful  consideration  from  both  the  government  and  the  research  universities.  This  is  the  evolving  role  of 
university-based  research  centers  in  the  national  research  enterprise. 

For  the  most  part,  university  scientists  have  combined  teaching  and  research  duties,  with  relativeh  few 
academic  scientists  working  in  purely  research  roles.  With  the  decline  in  the  size  of  the  college  age  population 
and  the  consequent  decline  in  the  demand  for  teachers  of  science  in  the  universities,  academic  job  opportunities 
for  young  scientists  inevitably  will  be  limited  for  some  time.  This  raises  the  question  of  maintaining  the  scientific 
research  capability  of  our  country  at  an  adequate  level  in  the  face  of  potential  declines  in  the  capability  of  one  of 
the  current  major  performers  and  in  the  supply  of  young  researchers. 

There  are  several  possible  ways  to  deal  with  this  issue.  One  way  would  be  to  shift  more  of  the  basic  research 
burden  to  industrial  laboratories,  but  this  does  not  seem  to  be  a  likely  possibility.  With  a  few  notable  exceptions, 
industrial  research  and  development  laboratories  have  shown  little  interest  in  supporting  or  performing  basic 
research. 

Another  way  is  to  develop  a  series  of  research  institutes  outside  the  universities,  sponsored  by  the  Federal 
government,  much  as  is  done  in  West  Germany.  While  this  can  be  an  effective  means  for  accomplishing  research , 
as  the  Germans  have  demonstrated,  it  divorces  research  from  teaching.  One  of  the  advantages  of  the  American 
system  as  it  has  been  in  the  past  is  the  close  association  of  research  with  teaching  and  particularly  with  the 
teaching  of  graduate  students.  Not  only  is  the  scientific  output  of  research  scientists  plus  postdoctoral  fellows 
plus  graduate  students  greater  than  would  be  the  research  output  of  research  scientists  alone,  but  the  system 
also  produces  the  next  generation  of  scientists  in  an  effective  apprenticeship  setting.  There  has  also  been  a 
substantial  national  investment  in  research  facilities  in  the  universities.  It  seems  unwise  to  allow  this  investment 
to  lie  fallow. 

A  third  possibility  is  the  development  of  increased  numbers  of  research  insbtutes  in  university  settings.  This 
would  keep  research  and  teaching  close  together,  with  all  the  attendant  advantages.  How'ever,  a  number  ot 
difficulties  are  already  apparent  in  universities  where  such  research  institutes  exist  in  significant  numbers.  They 
tend  to  result  in  the  creation  of  a  parallel- track  staff  of  researchers  who  do  not  share  the  responsibilities  and 
prerogatives  of  the  regular  faculty  who  teach  and  participate  in  university  governance  in  addition  to  doing 
research.  Counterproductive  conflicts  between  these  two  classes  of  researcher  can  arise,  as  well  as  conflicts 
between  the  research  institutes  and  disciplinary  departments. 

Another  set  of  problems  results  from  the  necessity  of  developing  administrative  procedures  for  research 
institutes  which  in  many  ways  differ  from  and  conflict  with  the  traditional  decentralized  administratix  e  structures 
of  universities. 

The  general  question  of  how  research  universities  can  and  should  continue  to  play  their  role  in  the  national 
research  enterprise,  in  the  face  of  coming  economic  and  demographic  strains,  without  sacrificing  the  structural 
characteristics  which  have  been  responsible  for  their  past  success,  is  a  serious  one  deserving  careful  attention  h\ 
both  government  and  the  research  universities. 
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The  Commission  has  studied  the  system  of  federal  funding  mechanisms  used  in  the  distribution  of  the  nearly 
$4  billion  per  year  supporting  university-based  research.  It  has  examined  the  strains  which  appear  to  exist  in  this 
system  in  hopes  of  identifying  modifications  which  will  improve  its  effecriveness.  On  the  basis  of  the  Commis¬ 
sion's  interviews  with  many  researchers  and  administrators  from  both  the  government  and  the  universities,  as 
well  as  its  review  of  materials  developed  by  others  on  this  matter,  the  Commission  has  reached  the  following 
conclusions: 

1.  Essential  Elements 

For  effective  functioning  of  the  research  support  system,  the  following  key  elements  are  essential: 

•  Fundamental  agreement  about  the  nature  and  purpose  of  the  government-university  relationship 

•  Diversity  of  sources,  mechanisms,  and  instruments  for  research  support  and  diversity  of  research 
performers 

•  Investment  in  both  near-term  and  long-term  objectives 

•  Provision  for  beginning  new  ventures  and  sustaining  research  capacity 

•  Continuity  and  stability  of  support 

•  Flexibility  for  effective  technical  and  fiscal  management 

•  Opportunities  for  new  investigators 

•  Enlistment  and  training  of  future  investigators. 

2.  Character  of  Agreements 

Investigators,  the  universities,  and  the  government  need  to  develop  a  better  understanding  of  the  nature  of 
the  government-university  research  relationship  and  the  purpose  of  the  specific  research  agreements  they  make. 
The  terms  of  such  specific  agreements  must  (a)  contribute  to  the  welfare  of  the  relationship,  (b)  reflect  the 
purpose  of  the  agreement  (whether  procurement  or  assistance),  (c)  fit  the  nature  of  the  activity  to  be  undertaken, 
(d)  call  on  the  capacity  of  the  recipient  for  responsible  management  of  the  activity,  and  (e)  accommodate  the 
diversity  of  the  research  performers  and  sponsors. 

3.  Unresolved  Problems  in  a  Basically  Sound  System 

While  the  current  system  of  research  support  mechanisms  is  basically  sound,  there  are  unmet  needs  which 
must  be  addressed  and  problems  which  need  to  be  resolved.  These  include: 

•  A  rapidly  developing  equipment  inadequacy  problem  exists. 

•  Provision  for  new  research  initiatives  and  for  sustaining  research  capacity  is  inadequate. 

•  Institutional  support  for  research  in  the  humanities  and  social  sciences  is  eroding. 

•  Continuity  and  stability  are  often  missing. 

•  Flexibility  is  frequently  inhibited. 

•  Procurement  procedures  are  used  inappropriately  in  research  support. 

•  Diversity  in  cost-sharing  requirements  and  differences  in  underlying  rationale  complicate  the  govern¬ 
ment-university  research  relationship. 

•  Administration  of  indirect  cost  reimbursement  can  be  improved. 

•  The  fraction  of  the  nation's  research  manpower  resources  being  used  to  prepare  and  review  proposals  for 
research  support  is  substantial  and  growing. 
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•  Effective  ways  of  approaching  interdisciplinary  research  and  collaborative  research  between  universities 
and  industry  srill  need  development. 

•  Complexity  of  the  symbiosis  between  support  of  research  and  development  of  research  manpower  is  not 
fully  appreciated;  nor  have  we  yet  learned  how  to  control  it  successfully. 

4.  Continuing  Experiments 

Continuing  experimentation  with  new  and  modified  funding  mechanisms  and  funding  instruments  should  be 
encouraged  to  improve  the  research  support  system.  The  effectiveness  of  the  system  depends  upon  its  adaptability 
to  changing  needs  and  a  changing  environment.  The  development  and  implementation  of  new  concepts  and 
new  modes  of  research  support  therefore  should  be  a  permanent  item  on  the  agendas  of  federal  agencies  and  the 
universities. 

Examples  of  areas  in  which  experimentation  could  now  be  useful  include: 

•  Methods  to  improve  the  stability  and  conHnuity  of  support 

•  Ways  to  reduce  the  burden  of  proposal  preparation  and  review 

•  Ways  to  increase  research  flexibility  and  reduce  administrative  costs. 

5.  Mismatched  Expectations 

In  the  government-university  research  relationship,  a  small  number  of  unresolved  issues  is  frequently  the 
source  of  mismatched  expectations  and  misunderstandings.  Even  though  some  of  these  issues  may  be  clearly 
resolved  at  the  policy  level,  they  persist  at  the  operating  level.  Examples  of  such  unresolved  issues  include: 

•  The  proper  locus  of  control  for  the  most  effective  basic  research 

•  The  extent  to  which  support  of  research  in  universities  is  intended  to  serve  the  dual  role  of  meeting 
research  needs  and  developing  research  manpower 

•  How  and  why  the  universities  and  the  government  should  share  the  costs  of  basic  research. 

6.  Complexity 

The  government-university  research  enterprise  is  a  complex,  multi-faceted  system.  Unfortunately,  few  partic¬ 
ipants  in  the  enterprise  comprehend  the  whole  system  or  recognize  the  extent  of  its  complexity.  It  is  easy, 
therefore,  for  its  problems  to  be  oversimplified  and  for  the  potenHal  impact  of  their  solutions  to  be  misjudged. 
One  example  is  the  complexity  of  the  relationship  among  the  nature  and  balance  among  the  funding  mechanisms, 
research  productivity,  and  the  development  of  research  manpower. 

7.  A  Forum:  Refining  the  Concept 

In  its  first  paper.  Accountability:  Restoring  the  Quality  of  the  Partnership,  issued  in  March  1980,  the  Commission 
presented  a  preliminary  suggestion  for  a  Forum  of  individuals  concerned  with  the  government-university 
research  partnership.  This  was  presented  in  a  separate  section  of  the  report,  entitled,  "Toward  Improvement:  An 
Evolution."  The  separate  presentation  emphasized  the  view  that  the  Forum  concept  related  to  all  the  work  of  the 
Commission,  not  only  to  accountability  issues.  The  Forum  would  "see  the  relationship's  a  whole,  and  guide  its 
evolution  in  directions  that  assure  its  strength  and  vitality."  The  Forum  suggestion  was  offered  to  stimulate  ideas 
and  discussion.  The  proposal  is: 

The  Commission  suggests  the  establishment  of  a  new  and  independent  Forum,  as  an  experiment  for  five  years.  The 
Forum  should  provide  a  non-adversarial  setting  for  persons  from  the  public.  Congress,  universities,  and  federal  agencies 
to  watch  over  the  government-university  relationship  and  guide  its  evolution. 

Since  publishing  this  suggestion,  response  to  the  concept  has  come  from  many  sources,  including  agencies, 
associations,  the  Congress,  and  universities.  Most  reactions  are  highly  positive  and  strongly  supportive.  Con¬ 
siderable  discussion  as  to  the  proper  mission,  locus,  organization,  membership,  and  activities  of  a  Forum  has 
begun. 

The  Commission  is  gratified  with  the  character  of  this  response,  as  it  believes  that  broad  and  careful  consid¬ 
eration  throughout  the  government-university  research  community  must  precede  the  establishment  of  a  suc- 
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cessful  body  in  response  to  its  suggestion.  In  order  to  maintain  and  expand  the  dialogue  on  the  Forum  proposal, 
and  to  report  the  supportive  character  of  the  initial  reaction,  the  Commission  reiterates  the  suggestion  in  this 
report. 

Based  on  these  developments,  the  Commission  concludes  that  further  refinement  of  the  Forum  proposal 
should  continue  through  discussion  and  appropriate  actions  by  interested  parties. 
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Recommendations 


1.  Equipment  Obsolescence 

The  Commission  recommends  that  the  federal  agencies  and  the  universities  adapt  funding  mechanisms  and 
improve  priority-setting  strategies  to  solve  the  growing  problem  of  research  equipment  obsolescence. 

The  Commission  has  considered  the  deteriorating  research  equipment  situation.  Steps  must  be  taken  soon  to 
address  this  problem  if  the  American  research  enterprise  is  to  remain  efficient  and  competitive  internationally. 
Ideally,  new  funds  would  be  appropriated  to  this  end,  but  in  a  period  of  level  or  declining  funding,  there  is  no 
way  to  approach  the  problem  without  diverting  a  fraction  of  the  funds  presently  going  into  support  of  people 
engaged  in  research  activity.  Undesirable  as  such  diversion  might  be,  the  Commission  believes  it  is  necessary. 

The  responsibility  for  allocating  the  necessary  funds  falls  on  the  universities,  the  government,  and  the  scientific 
community.  The  universities  can  cope  with  this  massive  problem  only  in  modest  ways,  but  it  is  important  for 
them  to  accept  as  much  of  the  responsibility  as  possible.  Federal  agencies  should  place  a  clear  priority  on 
responding  to  well  justified  equipment  requests  through  the  regular  funding  mechanisms.  This  alone,  however, 
will  not  be  enough  to  halt  the  rapid  deterioration  of  the  national  research  equipment  inventory.  The  Commission 
believes  that  for  at  least  the  next  few  years  special  supplementary  measures  will  be  necessary.  Targeted  equipment 
grant  programs  such  as  the  ongoing  NSF  Research  Instrumentation  Program  in  chemistry  and  the  recent  one¬ 
time  program  in  the  National  Institute  of  General  Medical  Sciences  (NIGMS)  offer  models  that  should  be  adapted 
by  other  agencies. 

Since  the  problem  is  so  large,  it  is  important  to  establish  priorities  among  equipment  needs.  The  knowledge 
and  experience  of  the  scientific  community  is  essential  to  help  the  government  and  the  universities  establish 
priorities  and  to  develop  plans  for  equipment  acquisition  and  use.  The  High  Energy  Physics  Advisory  Panel 
(HEPAP)  and  the  Nuclear  Science  Advisory  Committee  (NUSAC)  have  played  central  roles  in  their  fields  in 
establishing  national  priorities  for  construction  of  large  experimental  facilities.  Similar  functions  have  been  served 
by  ad  hoc  groups  in  other  fields,  as  in  the  case  of  the  Dicke  Committee  in  radioastronomy  several  years  ago.  These 
successful  examples  lead  the  Commission  to  suggest  that  such  groups  be  established  in  other  fields  to  advise  the 
government  and  the  universities  on  priorities  among  equipment  needs  and  between  equipment  needs  and  other 
competing  needs. 

The  government  and  the  universities  must  develop  incentives  and  strategies  for  effective  sharing  of  equipment 
at  both  the  local  and  regional  levels.  They  must  remove  the  obstacles  to  sharing  which  presently  result  from 
certain  accountability  requirements.  They  must  also  recognize  that  sharing  of  equipment  can  be  constrained  by 
the  cost  of  renovation  to  provide  co-location  of  users,  by  highly  specialized  use,  and  by  the  impracticality  of 
transporting  unstable  experimental  samples  or  auxiliary  equipment  to  centralized  or  remote  sites.  Researchers 
must  overcome  their  natural  “territorial  instincts"  in  acquisition  and  use  of  research  equipment.  It  is  especially 
important  to  include  good  cost-benefit  analyses  in  the  development  of  sharing  strategies  so  that  the  advantages 
of  sharing  acquisition  and  maintenance  costs  are  not  overshadowed  by  administrative  and  operating  costs. 

Because  it  is  so  important  to  divert  the  minimum  possible  amount  of  money  away  from  current  research 
support  to  equipment  acquisition,  imaginative  funding  devices  also  are  called  for.  Consideration  should  be  given 
to  debt  financing  (“mortgages"),  with  retirement  of  the  debt  and  interest  through  use  charges  to  sponsored 
projects.^  We  believe  that  research  supporting  agencies  should  make  clear  to  investigators,  peer  reviewers,  and 
universities  the  acceptability  of  equipment  use  charges.  These  charges  would  allow  timely  acquisition  of  important 
pieces  of  equipment  while  distributing  the  cost  over  a  convenient  time  period.  In  certain  situations,  particularly 
in  public  institutions,  it  may  be  possible  to  promote  issuance  of  revenue  bonds.  Revolving  lines  of  credit  at  banks 
or  outright  loans  may  be  appropriate.  Lease  or  lease-purchase  arrangements  offer  other  alternatives  for  facilitating 
equipment  acquisition. 

Substantial  interest  charges  will  characterize  many  of  these  approaches  and,  while  reimbursement  of  interest 
charges  can  now  sometimes  be  negotiated  in  occasional  cases,  revision  of  OMB  Circular  A-21  to  permit  routine 
reimbursement  of  interest  charges  would  greatly  facilitate  the  debt-financing  approach  to  the  equipment  problem. 

2.  Stability,  Continuity,  and  Flexibility 

The  Commission  recommends  that  Congress  and  the  federal  agencies  develop  and  implement  means  to  increase 
the  stability,  continuity,  and  flexibility  of  research  support  while  retaining  the  capacity  to  respond  to  changing 
national  priorities.  The  Commission  offers  several  specific  recommendations  to  this  end. 
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Basic  research  is  a  relatively  long-term  enterprise,  characterized  by  cumulative  building  on  previous  work  in 
the  same  or  related  fields.  While  the  continuing  opportunity  to  initiate  new  basic  research  projects  is  an  essential 
element  in  the  overall  national  research  program,  changes  in  nahonal  needs  have  far  more  impact  on  applied 
research  and  development  directions  than  on  basic  research.  For  this  reason,  provisions  for  the  continuity  and 
stability  which  enhance  basic  research  productivity  can  be  implemented  with  little  or  no  cost  in  overall  program 
flexibility. 

Duration  of  assured  support  is  one  critical  factor  for  research  planning.  Frequent  competitive  review  in  basic 
research  is  often  unnecessary.  It  diverts  investigator  efforts  from  active  research  to  proposal  writing  and  review. 
It  complicates  the  long-term  planning  by  both  the  investigator  and  the  institution  which  is  necessary  for  the  wise 
use  of  resources,  facilities,  and  personnel. 

Some  agencies,  notably  NSF  and  NIH,  have  designed  mechanisms  to  provide  mulri-year  grants  so  that  research 
.  is  subjected  to  the  full  competitive  review  process  only  every  two  or  three  years.  Some  agencies,  however, 
continue  to  make  only  one-year  awards  even  where  the  actual  turnover  among  supported  investigators  is  small. 
For  some  agencies,  the  limitation  to  one-year  awards  is  based  on  the  one-year  congressional  appropriation  cycle 
and  the  agency  experience  of  considerable  fluctuation  in  the  magnitude  of  funds  appropriated  for  basic  research. 
Therefore: 

(a)  The  Commission  recommends  that  Congress  consider  making  a  transition  to  a  two-year  appropriation  cycle 
for  those  agencies  and  components  of  agencies  which  support  basic  research.* 

Further: 

(h)  The  Commission  recommends  that  those  agencies  and  components  of  agencies  which  support  basic  research 
lengthen  the  average  duration  of  their  basic  research  support  agreements  to  at  least  two  and  preferably  three  years, 
if  they  have  not  already  done  so. 

Also: 

(c)  The  Commission  recommends  that  agencies  experiment  with  authorizing  program  officers  to  award  a  limited 
number  of  non-renewable  extensions  of  support  at  approximately  the  same  level,  without  the  full  renewal  proposal 
submission  and  peer  review. 

Such  extensions  would  be  reserved  for  those  projects  which  (a)  are  natural  extensions  of  the  previously 
approved  project,  (b)  are  progressing  well,  and  (c)  need  continuing  support.  In  such  cases  full  competitive  review 
is  an  unnecessary  diversion  and  wastes  the  resources  of  the  government,  the  university,  and  the  researcher. 

Another  critical  factor  for  research  planning  is  the  extent  of  advance  notice  of  decisions  on  future  research 
support.  In  the  course  of  Its  work,  the  Commission  has  encountered  many  reports  of  delays  in  notice  of  renewal 
support  for  ongoing  research,  notwithstanding  that  renewal  proposals  were  submitted  on  time  and  well  before 
the  end  of  the  grant  period.  Some  delays  are  extensive,  lasting  weeks  and  even  months  after  the  end  of  previous 
award  periods.  The  Commission  also  learned  that  notices  of  new  awards  and  of  renewals  or  nonrenewals  are 
often  received  within  days  of  their  effective  dates,  thus  allowing  little  or  no  time  for  orderly  planning.  Delayed 
or  inadequate  notice  of  decisions  on  future  support  imposes  serious  burdens  on  performing  institutions  and 
researchers.  It  forces  instituHons  to  underwrite  federally  sponsored  research  programs  without  assurance  of 
eventual  reimbursement  or  compensation  for  foregone  interest  on  the  capital  advanced,  and  it  slows  initiation 
of  new  projects. 

This  problem  sometimes  results  from  delays  in  the  congressional  appropriations  process.  To  some  extent,  short 
lead  times  in  notices  of  support  decisions  are  a  result  of  efforts  to  minimize  the  time  between  the  submission  of 
a  proposal  and  the  initiation  of  the  work.  This  is  clearly  the  case  where  an  external  peer  review  process  is  used. 
However,  a  significant  part  of  the  problem  appears  to  be  due  simply  to  administrative  inadequacies  in  the 
agencies. 

For  individual  research  project  grants  or  contracts,  an  average  duration  of  two  to  three  years  of  support  would 
allow  reasonable  stability,  provided  it  is  coupled  with  an  adequate,  advance  notice  of  the  decision  on  future 
support.  Therefore: 


^Federal  agencies  typically  operate  on  a  one-year  appropriation  cycle.  Most  agencies  must  expend  their  funds  in  the  year  for 
which  they  are  appropriated.  NSF  funds  are  available  for  expenditure  for  a  two-year  period.  This  extended  availability  does 
not  contribute  as  significantly  to  a  soluHon  as  would  a  biennial  cycle. 
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(d)  The  Commission  recommends  the  introduction  of  incentives  for  funding  agencies  to  provide  more  timely 
notices  of  awards. 

The  Commission  offers  two  specific  suggestions;  (1)  three-month  extension  of  research  support  at  the  same 
level  would  be  provided  to  continuation  or  renewal  proposals  if  the  principal  investigator  meets  the  agenev 
deadline  and  the  agency  fails  to  provide  notice  of  the  funding  decision  at  least  thirty  days  prior  to  the  end  of  the 
current  award  period;  (2)  imputed  interest  costs  would  be  allowed  for  use  of  institutional  funds  to  continue  a 
project  for  which  the  agency  award  is  so  delayed. 

(e)  The  Commission  recommends  that  agencies  which  fund  large  research  programs  build  in  fonvard-funding 
mechanisms  or  devise  new  ways  to  cushion  the  impact  of  termination  of  support. 

For  individual  research  project  grants  or  contracts  an  average  duration  of  two  to  three  years  provides  reasonable 
stability.  While  nonrenewal  of  support  for  such  a  project  is  always  disappointing,  the  impact  is  usually  quite 
localized.  Nonrenewal  of  support  for  a  large  research  program  grant  or  a  center  grant,  however,  has  a  significant 
impact  on  both  individuals  and  the  institution  and  requires  considerable  advance  planning.  Special  mechanisms 
to  provide  adequate  lead  time  for  an  orderly  phase-out  are  necessary  to  limit  destructive  disruption.  Such 
mechanisms  have  been  used  successfully  by  federal  agencies  in  the  past.  For  example,  NASA  and  DOD  have 
used  the  step-funding  and  roll-forward  funding  mechanisms  to  good  advantage. 

3.  Research  Capacity  and  Initiatives 

The  Commission  recommends  that  the  government  and  the  universities  work  together  to  develop  or  adapt  a 
funding  mechanism  to  sustain  the  research  capacity  of  universities,  especially  their  capacity  to  undertake  neiv 
research  initiatives. 

A  responsibly  managed  research  enterprise,  whether  at  the  national  or  the  institutional  level,  must  provide  for 
sustaining  research  capacity  and  for  seed  money  to  support  new  research  thrusts.  Although  the  present  system 
of  mechanisms  for  funding  university  research  is  supple  and  diverse,  it  fails  to  provide  adequately  for  these 
needs.  The  Commission  recommends  that  the  government  and  the  universities  together  remedy  this  lack. 

The  present  heavy  reliance  on  individual  research  project  support  in  the  government- university  research 
enterprise  encourages  and  often  demands  a  rather  fine  grained  compartmentalization  of  both  scientific  effort  and 
funding.  This,  in  turn,  leads  to  voids  and  discontinuities  in  the  funding  available  from  external  sources  to  a 
research  university,  to  the  detriment  of  smooth  and  efficient  funcrioning  of  its  research  effort.  For  example,  pilot 
projects  must  often  precede  project  support.  Emergencies  and  unexpected  opportunities  arise.  Facilities  need 
updating  for  contemporary  research  purposes.  New  investigators  must  get  their  research  programs  launched. 
Shared  research  resources  must  be  developed  and  maintained  throughout  the  ebb  and  flow  of  external  project 
support.  Provision  for  these  costs  is  rarely  made  available  through  the  regular  funding  mechanisms. 

In  the  past,  when  the  magnitude  of  the  total  research  effort  of  the  research  universities  corresponded  to  a 
relatively  small  fraction  of  their  budgets  and  they  were  less  burdened  by  financial  pressures  than  they  commonly 
are  now,  universities  frequently  found  it  possible  to  compensate  for  these  voids  and  discontinuities  from  their 
own  funds,  as  a  natural  part  of  meeting  their  responsibilities  for  support  of  research.  Today  the  institutions' 
capacities  fall  far  short  of  meeting  the  needs  associated  with  their  greatly  increased  participation  in  federally 
sponsored  research.  Furthermore,  the  gap  between  these  needs  and  the  university  capacity  to  meet  them  is 
growing.  The  research  programs  of  a  typical  research  university  require  tens  of  millions  of  dollars  annually  and 
may  account  for  a  quarter  of  the  institutional  budget.  At  a  time  when  all  sources  of  institutional  income  are 
severely  restricted,  it  is  extremely  difficult  for  a  research  university  to  find  the  resources  to  fill  substantial  voids 
left  by  current  federal  funding  mechanisms.  This  burden  lies  heaviest  on  those  institutions  with  the  largest 
commitments  to  the  government-university  research  partnership. 

What  is  needed  is  a  funding  mechanism  which  can  serve  as  a  kind  of  balance  wheel  to  keep  a  university 
research  effort  functioning  efficiently  despite  the  irregular  and  fluctuating  forces  caused  by  other  funding 
mechanisms.  We  have  chosen  to  label  this  new  mechanism  "research  capacity  support,"  although  other  terms 
would  be  equally  appropriate.  We  envision  a  mechanism  which  would  provide  funding  at  a  level  related  to  the 
total  federal  research  and  development  funding  of  the  institution.  Coupling  the  level  of  research  capacity  support 
to  the  total  federal  support  provides  a  tie  to  the  exisrin^  quality  assurance  and  selection  processes  and  a  connection 
between  need  and  response.  The  level  of  support  should  probably  lie  in  the  range  of  one  to  three  percent  of  total 
federal  research  support.  The  analysis  required  to  establish  the  appropriate  level  was  beyond  the  resources  of  the 
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Commission  but  will  need  to  be  undertaken.  Because  decisions  about  the  needs  to  be  addressed  and  priorities 
among  them  can  adequately  and  perhaps  optimally  be  made  at  the  local  level,  research  capacity  support  funds 
would  be  allocated  by  the  institution  for  purposes  consistent  with  general  principles  established  by  the  Federal 
government  in  consultation  with  the  research  universities.  These  principles  should  include: 

1.  Research  capacity  support  funds  would  be  used  to  meet  research  needs  which  cannot  adequately  be  met 
through  other  funding  mechanisms. 

2.  The  distribution  of  research  capacity  support  among  research  fields  should  correspond  generally  to  the 
pattern  of  federal  research  support  provided  the  institution  through  other  funding  mechanisms. 

3.  Allocation  of  research  capacity  support  funds  would  emphasize  maintenance  of  research  capacity 
through,  for  instance,  provision  of  equipment  or  facilities  for  shared  use  by  many  investigators,  and 
provision  of  venture  funding  for  new  research  undertakings. 

4.  The  allocation  system  w'ould  be  designed  by  each  institution  to  suit  its  own  structure,  but  should  meet 
general  quality  assurance  and  accountability  standards  established  by  the  government  in  consultation 
with  the  research  universities. 

This  research  capacity  support  mechanism  should  include  a  provision  for  demonstration  of  the  institutional 
commitment  to  research  through  a  requirement  that  the  federal  funds  be  supplemented  by  a  significant  allocation 
of  institutional  funds;  something  on  the  order  of  10  percent  of  the  federally  provided  research  capacity  support 
funds  would  seem  appropriate.  It  should  be  pointed  out  that  this  institutional  participation  would  also  be 
responsive  to  government  interest  in  institutional  cost  sharing.  The  research  universities  have  long  pressed  for 
elimination  of  cost-sharing  requirements  imposed  by  the  Congress  and  by  the  agencies,  not  because  they  oppose 
cost  sharing  per  se,  but  because  they  oppose  the  administrative  burden  which  accompanies  these  requirements 
under  present  systems.  Institutional  participation  in  research  capacity  support  funding  would  constitute  sub¬ 
stantial  cost  sharing  in  a  simply  documentable  fashion. 

The  Commission  wishes  to  emphasize  that  it  does  not  envision  that  the  creation  of  a  research  capacity  support 
mechanism  will  necessitate  “add-on"  appropriation  of  funds  over  and  above  normal  federal  research  funding 
levels.  It  recognizes  that  the  ability  of  the  Federal  government  to  support  research  in  universities  is  and  will 
continue  to  be  severely  constrained,  and  the  use  of  such  a  new  funding  mechanism  can  most  likely  occur  only 
at  the  expense  of  other  mechanisms.  Under  current  economic  conditions,  such  a  mechanism  is  needed  to  help 
universities  plan  and  manage  their  research  efforts.  This  would  allow  universities  to  provide  the  best  research 
possible  with  the  available  funds,  maximizing  efficiency  and  minimizing  administrative  and  overhead  costs. 

4.  Assistance  As  the  Predominant  Approach 

'i 

The  Commission  recommends  that  the  Federal  government  and  the  universities  adopt  the  policy  that  assistance 
rather  than  procurement  is  the  appropriate  mode  for  support  of  university  research,  except  where  unusual  circum¬ 
stances  specifically  justify  the  use  of  the  procurement  mode. 

The  Federal  Grant  and  Cooperative  Agreement  Act  (Public  Law  95-224)  distinguishes  two  modes  of  federal 
funding  for  work  performed  by  non-federal  organizations,  assistance  and  procurement.  It  further  defines  three 
types  of  funding  agreements,  viz.,  grants,  cooperative  agreements,  and  contracts.  The  Commission  views  this 
Act  as  one  starting  point  for  evolving  a  better  system  of  funding  mechanisms  for  support  of  university  research 
and  development.  In  university  research,  it  is  important  to  recognize  that  activity  labels  such  as  “basic  research" 
or  “applied  research,"  and  funding  instrument  labels  such  as  “grant,"  “cooperative  agreement,"  and  “contract" 
should  not  themselves  be  the  determining  factor  for  the  choice  of  the  terms  of  the  agreement. 

For  the  researcher  and  the  university,  the  key  issue  is  the  congruence  of  the  specificity  of  the  scope  of  the 
agreement  and  of  administrative  requirements  with  the  nature  of  the  activity.  For  the  federal  sponsor,  the  key 
issue  is  whether  the  objective  is  to  meet  a  need  of  the  government  itself  or  to  encourage  pursuit  of  a  broader 
public  purpose. 

The  challenge,  therefore,  is  to  develop  funding  instruments  and  a  system  of  guidance  for  their  use  which  can 
simultaneously  accommodate  the  principal  concerns  of  both  sponsor  and  performer.  Such  a  system  must  also  be 
able  to  accommodate  the  wide  variety  among  performers. 

The  Commission  believes  that,  for  almost  all  university  research  activities,  assistance  rather  than  procurement 
is  the  appropriate  support  mode.  Inappropriate  use  of  procurement  procedures  creates  unnecessary  misunder- 
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standings  and  administradve  difficulties  for  federal  agencies  and  universities  alike.  This  Commission  recom¬ 
mendation  would  require  that  funding  mechanisms  used  to  support  university  research  be  tailored  to  the 
assistance  mode  rather  than  the  procurement  mode,  except  in  cases  where  the  specific  circumstances  clearly 
demand  the  procurement  mode.  In  other  words,  selection  of  the  procurement  mode  ought  to  require  a  conscious 
decision  based  on  explicit  justification. 

This  recommendation  is  corollary  to  Recommendation  2a  of  the  Commission's  first  report  on  accountability, 
which  calls  for  development  of  a  "new  system  for  accountability  tailored  to  the  nature  of  the  activity  bc'ing 
sponsored  and  based  on  a  set  of  minimum  core  requirements  applicable  to  all  research  agreements.  The  core 
requirements  would  be  sufficient  for  all  basic  research.  Further  requirements  would  be  added  only  for  activities 
of  a  pronounced  procurement  character." 

5.  Experimentation  with  Mechanisms 

The  Commission  recommends  experimentation  with  new  concepts  in  funding  mechanisms  as  the  government- 
university  research  relationship  evolves.  In  particular,  the  Commission  recommends  experimentation  ivith  grant s- 
in-aid  managed  at  the  local  level. 

One  objective  of  the  Commission  in  making  this  recommendation  is  to  reduce  administrative  complexity  and 
to  focus  emphasis  on  scientific  accountability  as  opposed  to  excessively  detailed  fiscal  accountability.  The  extraor¬ 
dinary  care  given  to  the  selection  of  research  projects  to  be  funded,  and  the  critical  role  which  past  performance 
plays  in  decision  for  renewal  of  support,  provide  a  reliable  test  of  scientific  accountability,  and  provide  a  good 
opportunity  to  experiment  with  alternate  fiscal  accountability  approaches.  In  the  Commission  report  on  account¬ 
ability,  Recommendation  8  calls  for  delegation  of  more  authority  to  the  universities  for  budget  and  management 
decisions  under  sponsored  agreements. 

The  Commission  urges  experimentation  with  another  approach  to  the  same  problem,  viz.,  use  of  grants-in- 
aid.  This  would  be  an  award  made  in  response  to  a  normal  research  proposal  including  a  detailed  budget  like  the 
current  NSF  and  NIH  proposals,  but  with  the  accounting  to  the  Federal  government  limited  to  scientific  reporting, 
and  with  the  fiscal  management  delegated  to  the  investigator  and  his  institution.  The  Commission  believes  that 
the  incentives  for  wise  management  of  resources  which  are  inherent  in  the  research  funding  system  reduces  the 
risk  of  fraud,  abuse,  “or  inefficiency  to  a  minimal  level. 

We  suggest  that  the  experiment  be  designed  to  test  this  approach  in  different  institutions  and  in  different 
research  disciplines,  beginning  at  modest  support  levels  and  increasing  support  if  the  experiment  proves  suc¬ 
cessful. 

The  Commission  recognizes  that  such  an  approach  shifts  the  locus  of  budget  control  from  the  government  to 
the  university  and  that  this  shift  may  introduce  intra-university  strains.  The  Commission  believes,  however,  that 
such  strains  can  be  minimized  by  careful  cooperative  planning  and  that  the  advantages  of  increased  flexibilitc’ 
and  reduction  in  administrative  burdens  will  outweigh  any  residual  difficulty. 

The  Commission  recognizes  that  this  new  mechanism  might  require  some  adjustments  for  the  calculatic'n  of 
indirect  costs,  but  we  believe  these  will  be  modest  and  manageable.  The  Commission  Recommendation  ?  in  its 
accountability  report  for  a  "standard  deduction" — an  optional  method  of  deriving  the  indirect  cost  component 
for  faculty  indirect  cost  activity — removes  a  barrier  which  previously  thwarted  experimentation  with  the  grant- 
in-aid  approach. 

6.  Cooperation  within  Institutions 

The  Commission  recommends  that  the  universities  and  the  government  seek  ways  to  promote  intra-institutional 
cooperation  in  all  aspects  of  research  operation.  The  Commission  offers  some  specific  recommendations  toward 
this  objective. 

There  are  several  ways  in  which  the  present  government-university  research  system  tends  to  pit  research 
scientists  against  their  own  institutions  and  to  work  against  cooperation  within  the  institutions.  The  heavy  use 
of  the  individual  research  project  support  mechanism,  for  all  its  strengths  for  selection  of  research,  has  some 
disadvantages.  The  combination  of  its  dependency  on  individual  entrepreneurship  with  its  compartmentali/atu)n 
of  research  support  can  lead  investigators  to  resist  sharing  of  equipment  and  other  resources.  The  inabilitv  of  the 
universities  to  provide  from  their  own  resources  the  research  equipment  and  facilities  commensurate  \\  ith  the 
present  level  of  their  research  activities  places  the  federal  agencies  and  their  project  officers,  instead  of  the 
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institution,  in  the  role  of  primary  sponsor.  Agency  program  officers  occasionally  circumvent  the  government- 
university  contractual  relationship  and  attempt  to  negotiate  directly  with  the  principal  investigator  on  matters 
which  are  an  institutional  concern.  These  circumstances  produce  divided  loyalties,  introduce  friction  between 
the  investigator  and  university  administrative  officers,  and  undermine  the  stewardship  capacity  of  the  institution. 
Accountability  problems  can  result  from  these  strains. 

The  Commission  repeats  in  this  report  one  of  the  recommendations  made  in  its  report  on  accountability: 

(a)  The  Commission  recommends  that  Congress  authorize  and  the  agencies  develop  arrangements  for  aggregating 
research  projects  for  post-award  administrative  purposes. 

Implementation  of  that  recommendation  would  address  a  number  of  current  problems,  including  the  problem 
of  arbitrary  barriers  to  sharing  costs  among  related  projects  and  disincentives  for  intra-institutional  cooperation. 
The  aggregation  the  Commission  proposed  would  preserve  fully  the  appropriate  control  for  the  principal  inves¬ 
tigator. 

(h)  The  Commission  recommends  that  the  universities  make  concerted  efforts  to  reduce  internal  friction  and 
misunderstanding  about  indirect  costs  through  education  and  full  discussion  of  issues. 

A  major  source  of  friction  between  investigators  and  their  institutions  is  the  use  of  federal  funds  to  reimburse 
a  portion  of  the  university's  indirect  costs.  Many  institutions  have  failed  to  provide  adequate  information  to  their 
research  personnel  about  the  nature  of  indirect  costs  and  the  relevance  of  these  charges  to  the  conduct  of  research. 
Even  where  such  information  has  been  provided,  some  investigators  continue  to  believe  that  such  reimbursement 
represents  undeserved  "profit"  by  the  universities.  Others  believe  that  the  averaging  method  used  in  distributing 
indirect  costs  among  projects  represents  an  unfair  tradeoff  between  the  cost  of  more  precise  accounting  and  the 
inequities  inevitable  in  the  use  of  an  averaging  approach.  These  concerns  not  only  affect  intra-institutional 
relahonships  but  also  influence  the  thinking  in  the  peer  review  groups  which  help  select  the  research  to  be 
funded. 

(c)  The  Commission  recommends  that  the  method  used  by  the  National  Institutes  of  Health  for  reimbursing 
indirect  costs  be  adopted  by  NSF  and  other  agencies  which  interact  significantly  with  universities. 

Since  attitudinal  change  is  not  a  rapid  process,  some  more  immediate  measures  to  reduce  unnecessary  strains 
seem  wise.  Under  the  NIH  method,  funds  are  specifically  earmarked  for  reimbursement  of  the  indirect  costs  of 
research  at  the  agency  level  and  are  segregated  from  funds  for  support  of  the  direct  costs  of  research.  The  funds 
which  are  granted  for  a  specific  research  project  then  are  not  immediately  influenced  by  the  magnitude  of  the 
indirect  cost  rate  or  a  change  in  that  rate.  This  decoupling  of  indirect  cost  considerations  from  direct  cost 
considerations  is  also  helpful  because  it  reduces  the  temptation  to  make  meaningless  or  misleading  comparisons 
of  the  indirect  cost  rates  of  different  inshtutions. 

7.  Cost-Sharing  and  Matching  Requirements 

The  Commission  recommends  that  Congress,  the  agencies,  and  the  universities  reexamine  the  rationale  for  cost¬ 
sharing  and  matching  requirements  in  federal  programs  for  support  of  research  in  universities  to  assure  that  any 
such  requirements  are  constructive  in  furthering  the  mutual  objectives  of  the  government-university  research 
relationship. 

Formal  statutory  requirements  for  cost  sharing  on  research  grants  were  introduced  in  the  mid-1960s  when  the 
arbitrary  ceiling  on  indirect  cost  recovery  was  removed.  The  rationale  presented  then  was  that  such  cost  sharing 
would  serve  as  an  incentive  for  wise  choices  on  which  research  to  undertake,  for  efficient  operation,  and  for  cost 
control.  Such  cost  sharing  was  also  considered  appropriate  since  research  is  one  of  the  university's  regular 
functions. 

As  the  number  and  kind  of  federal  programs  supporting  research  and  other  activities  in  universities  has 
increased  and  as  the  federal  programs  providing  support  for  activities  of  state  and  local  governments  have  grown, 
expectations  and  demands  for  cost  sharing  or  matching  have  grown  and  changed.  Practices  used  in  one  program 
have  been  adopted  in  other  programs.  In  some  programs,  the  principal  rationale  seems  to  be  to  help  establish 
priorities  among  applicants  by  testing  the  grantees'  relative  commitment,  as  evidenced  by  cost  sharing.  In  some 
programs,  the  primary  impetus  for  the  cost-sharing  Requirement  is  to  stretch  limited  federal  resources  to  respond 
to  more  applicants.  In  some  programs,  the  program  objective  and  responsibility  for  meeting  it  are  shared,  and 
cost  sharing  reflects  this  mutuality  of  interest.  In  other  programs,  the  cost-sharing  requirement  is  intended  to 
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serve  as  an  incentive  to  stimulate  the  private  sector  to  provide  support.  In  some  situations,  however,  cost  sharing 
seems  to  be  simply  an  "entrance  fee"  to  participation  in  the  government-university  research  relationship.  The 
variation  in  rationale  and  requirements  for  cost  sharing  complicate  the  government-university  research  relation¬ 
ship  and  undermine  its  effectiveness. 

The  Government  Procurement  Commission  recommended  elimination  of  cost  sharing  from  research  and 
development  projects  except  in  cases  whefe  the  performer  would  clearly  benefit,  for  example,  through  economic 
benefits  or  commercial  sales.  That  Commission  further  recommended  that  the  decision  with  respect  to  placement 
of  research  and  development  contracts  or  grants  should  not  be  influenced  by  potential  involvement  in  cost 
sharing.  The  Federal  Paperwork  Commission  reiterated  the  Government  Procurement  Commission  recommen¬ 
dation  because  of  the  costly  and  unproductive  paperwork  burden  associated  with  documentation  of  cost  sharing. 
Despite  these  recommendations,  the  requirement  persists,  new  documentation  requirements  have  recently  been 
added,  and  the  amount  of  cost  sharing  required  seems  to  be  increasing. 

In  its  first  report  on  accountability,  the  Commission  urged  Congress  to  remove  the  statutory  requirement  for 
cost  sharing  so  that  the  burden  of  documentation  could  be  removed.  The  Commission  recognized  that  whether 
or  not  there  is  a  statutory  requirement,  universities  and  the  government  wiU  continue  to  share  the  costs  of  basic 
research. 

The  Commission  also  recognizes  that  it  will  be  increasingly  tempting  for  federal  agencies  to  try  to  spread 
resources  by  requiring  greater  cost  sharing.  The  resiliency  of  the  universities  is  greatly  diminished  and  cannot 
support  such  demands.  Therefore,  Congress,  the  agencies,  and  the  universities  need  to  reexamine  the  rationale 
and  requirements  for  cost  sharing  in  federal  programs  for  support  of  research  in  universities  to  make  sure  that 
only  constructive  and  necessary  requirements  are  imposed. 

8.  Additional  Science  Indicators 

The  Commission  recommends  that  the  Office  of  Science  and  Technology  Policy  and  the  National  Science 
Foundation  (a)  develop,  employ,  and  report  additional  science  indicators  which  reflect  the  balance  and  diversity 
of  federal  research  funding  programs  and  (b)  encourage  the  general  use  of  these  indicators  in  research  policy 
development  and  planning  by  government  and  universities  alike. 

The  Commission  has  studied  the  range  of  existing  research  funding  mechanisms,  from  individual  research 
project  grants  to  large  block  grants  and  institutional  grants.  It  has  considered  the  spectrum  of  federal  funding 
agencies  and  the  range  of  research  styles  from  what  is  known  as  "little  science"  to  "big  science."  It  is  convinced 
that  the  diversity  of  funding  mechanisms  and  agencies  which  now  exists  in  the  United  States  is  a  crucial  element 
in  the  strength  of  American  science.  It  judges  that  the  present  balance  among  agencies  and  mechanisms  and 
between  little  science  and  big  science  is  not  dangerously  far  from  optimum.  However,  the  Commission  also 
recognizes  that  the  degree  of  diversity  and  the  conditions  of  balance  depend  on  scientific,  economic,  and  political 
circumstances,  and  therefore  vary  with  time.  A  proper  awareness  of  these  factors  is  essential  to  government  and 
university  policy  makers. 

The  Commission  does  not  consider  itself  to  be  in  a  position  to  suggest  which  way  the  present  balance  might 
be  shifted.  It  does  believe  that  more  diversity  would  be  far  preferable  to  less.  But  most  of  all,  the  Commission 
stresses  the  importance  of  a  general  awareness  of  the  state  of  balance  and  diversity  in  the  government-university 
research  relationship.  This  will  require  information  and  indicators  which  reflect  the  distribution  of  federal  research 
support  across  the  many  different  types  of  funding  mechanisms  and  the  variation  of  the  distribution  with  time. 
Table  I  of  this  report  is  an  example  of  such  an  indicator.  These  should  be  developed  at  a  national  aggregate  level 
and  also  within  individual  scientific  fields  and  within  federal  agencies.  Such  distributions  can  be  useful  indicators 
of  evolving  national  research  policies.  These  indicators  are  not  commonly  available  at  present. 

9.  Growth  of  Research  Centers  and  Institutes  in  Universities 

The  Commission  recommends  that  the  research  universities,  individually  and  collectively,  examine  carefully 
the  implications  for  university  development,  structure,  and  governance  of  the  growth  of  university-associated 
research  centers  and  institutes. 

The  research  universities  of  the  nation  face  many  difficult  quesrions  as  they  confront  the  financial  and  demo¬ 
graphic  realities  of  the  remaining  two  decades  of  the  twentieth  century.  Among  these  is  the  question  whether 
the  universities  wiU  find  it  desirable  or  possible  to  maintain  their  positions  as  the  principal  performers  of  basic 
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research  within  the  national  research  and  development  enterprise.  This  is  also  a  crucial  question  for  the  Federal 
government.  If  the  universities'  contributions  to  the  national  research  effort  were  to  wane  while  national  require¬ 
ments  for  research  continued  to  be  strong,  the  government  would  need  to  turn  to  other  performers.  There  are 
many  good  reasons  why  the  universities  should  strive  to  maintain  their  capabilities  as  research  performers.  There 
are  also  cogent  reasons  to  believe  that  if  they  are  to  succeed  in  doing  so,  they  may  need  to  make  some  fundamental 
adjustments  in  their  character.  For  example,  federally  funded  research  and  development  centers  staffed  by  non¬ 
faculty  researchers  may  become  much  more  prominent  features  of  research  university  campuses  than  they  now 
are.  If  this  occurs,  new  conflicts  and  pressures  will  surely  arise  within  the  universities  to  develop  the  role  of  non¬ 
faculty  researchers  in  the  university  governance  structures. 

The  Commission  believes  that  few  universiries  have  given  adequate  consideration  to  the  possibilities  posed  by 
such  questions  and  strongly  recommends  that  they  do  so.  We  suggest  that  the  major  university  associations 
establish  a  task  group  to  examine  the  issues,  and  that  consideration  be  given  to  organizing  a  workshop  or 
conference  on  the  subject  to  encourage  widespread  discussion  and  planning  within  and  among  research  univer¬ 
sities. 
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The  Commission  is  indebted  to  the  many  persons  who  have  provided  information  and  advice,  and  it  wishes 
to  acknowledge  its  appreciation  for  their  efforts.  Invited  expert  witnesses  have  testified  on  the  issues  within  the 
Commission's  purview  at  its  monthly  meetings;  open  hearings  have  been  held  on  five  university  campuses; 
subcommittees  have  met  with  individuals  and  groups  from  the  Federal  government;  and  members  and  staff  have 
attended  or  made  presentations  at  meetings  and  hearings  convened  by  educational  associations,  government 
agencies,  and  Congress. 

Witnesses.  The  following  individuals  presented  views  and  gave  assistance  in  the  development  of  this  document. 
The  Commission  wishes  to  emphasize  that  the  views  in  this  document  are  its  own  and  not  necessarily  those  of 
the  listed  individuals.  This  list  includes  meetings  through  March  1980. 
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Anthony  Egginton,  British  Science  Research  Council 
Gretchen  Engquist,  U.S.  Senate  Subcommittee  on  Health 
and  Scientific  Research 
Gary  Evans,  Department  of  Agriculture 
Kristine  Forsberg,  Department  of  Energy 
Osmund  Fundingsland,  General  Accounting  Office 
George  Gamota,  Department  of  Defense 
Howard  Gobstein,  General  Accounting  Office 
Delphis  C.  Goldberg,  U.S.  House  of  Representatives 
Subcommittee  on  Intergovernmental  Relations  and 
Human  Resources 

Milton  Goldberg,  Council  on  Governmental  Relations, 

National  Association  of  College  and  University  Business 
Officers 

James  Haas,  Council  on  Library  Resources,  Inc. 
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Bryan  Mitchell,  Assistant  Inspector  General,  Department 
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Agency  Liaison.  These  persons  have  been  appointed  by  their  agencies: 

Salvatore  Cianci,  Alcohol,  Drug  Abuse,  and  Mental  Health  Administration 

George  P.  Millburn,  Department  of  Defense 

Richard  E.  Stephens,  Department  of  Energy 

Osmund  Fundingsland,  General  Accounting  Office 

Walton  Francis,  Department  of  Health,  Education,  and  Welfare 

James  R.  Lawson,  National  Aeronautics  and  Space  Administration 

William  F.  Raub,  National  Institutes  of  Health 

Jack  Sanderson,  National  Science  Foundation 

Eliot  R.  Cutler,  Office  of  Management  and  Budget 

Philip  M.  Smith,  Office  of  Science  and  Technology  Policy 

Open  Hearings.  Over  seventy  persons  testified  before  the  Commission  during  hearings  at  the  national 
conference  of  the  American  Association  for  the  Advancement  of  Science  and  on  the  campuses  of  the  University 
of  Alabama,  Birmingham;  California  Institute  of  Technology;  Stanford  University;  the  University  of  Wisconsin, 
Madison;  and  the  University  of  Utah  with  the  Inter-Mountain  University  Research  Association.  A  number  of 
these  speakers  presented  views  on  funding  mechanisms  in  addition  to  other  topics  under  consideration  by  the 
Commission. 
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